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■ ■ PREFACE 

' This is MDC's final report to the Office of- National Programs, 

United States Department of Labor, on a project entitled ••Facilitator's 

Role in ;Collaborative Rural Development The project began in 1979 

as a study of twelve jrural development efforts which comprised the North 

Carolina Rural Employment Laboratory. It was expanded in 1980-81 to 

include rural development projects in six other states. 

The first-year final report (May 1980) and subsequent interim 

reports (November '80 and May V 81 ) provide detailed analyses of the 

North Carolina Rural Employment Laboratory pro jects . MDC acted as a 

facilitator in the implementation of several of those projects while 

monitoring their P^^S^ess^ver a two-and-bne-hajf year period. Since 

most Rural Employment Laboratory projects were initiated by federal 

f 

or state government and involved intergovernmental linkages as a major 
theme in their implementation, MDC's repo.rting concentrated on inter- 
agency coordination. 

One of MDC's conclusions from its experience with the Rura^ 
Employment Laboratory . was that local initiative is a key factor in 
successful rural development projects. Several of^the Rural Employment 
Laboratory projects that were initiated by federal or state government 
failed "or floundered because of the lack of local support. This 
conclusion, combined with the current climate of reduced federal 
spendi-ng and the movement to give states more control over federal 
assistance programs, led MDC to choose a different focus for its final 
six months of work and for this final report.. 



In these days of tight budgets and reduced federal presence in 
rural development ;af fairs , it is important to identify economic 
development strategies for smaller cities and rural areas th^t c^n. 
be effective without massive infusions of federal dollars. Yet MD'C's 
review of the literature on econbmic development in smaller cities and 

rural areas found a conspicuous absence of Information on" such 

jt 

strategies. Consequently, MDC set out to identify model rural 

... # 

; .... • . 

dev^lopiirent sti'ategies which can be initiated locally or by the states 
and which can survive through local support. 

This quest took us to six states (in addition to North Carolina) 
that offer* examples of locally initiated economic development efforts 
and state support for such efforts. The states are CaUf6rnia, 
feiiLucky^Jlaijie^-Jdassaclmseri^^JOl^ 

MDC interviewed state officials ^nd ?taff of local development organiza- 
Ktions. A wide range of state and local efforts were examined small 
business assistance programs , innovative developmental finance 
institutions, industrial parks built by local development corporations, 
state programs that provide technical assistance to local development 
organizations, and many others. The projects presented are not 
necessarily the best examples of local economic development activity 
going on in the country, but they offer a divers^ and, representative 
sample of locally initiated economic development efforts under way today 
in smaller cities and rural areas. * 

Learnings from projects in all seven states together with the ' 
researchers' collective experience * in the fields of employment and 
training and economic development (including extensive work with 



government and community-based organizations and academic research and 
teaching In the area of economic developmerit ) have 'served as ^the basis 
for analysis and assessment »of- locally Initiated approaches to economic 
development* The approaches studied ^hare several characteristics. 
They tend to be modest in scale and to concentrate on strengthening 
the local small business sector. Mojjt were initiated by local private 
nonprofit organizations with close ties to both local government and 
the business community. Almost all of the activities studied received 
support from cltlier state or federal government , since they involved 
efforts to lift a local ecbnomy a^ove the level of development 
attainable through private Investment alone ij Final ly , several of the 
projects were targetcid toward maximizing local^ control of economic 
■^'actTvlTy'^ ~ " ~ ""^ - ~* " ' 

The study's flndirigs relate both to local economic development 
strategies and to state support for such strategies. Part I — the body 
bf the report consists of three chapters. Chapter 1 presents tlic 
study's overall approach to economic development in smaller cities ajaxU— 
rural areas. Chapter 11 analyzes three local economic development 
strategies that were identifiec) through the field work and discusses 
the characteristics of local organizations that ha\^e initiated these 
strategies. Chapter III trea;:s state support for local economic 
development. Part II of the report includes detailed case studies on 
each of the seven states. It is followed by a summary of the North 
Carolina Rural Employment Laboratory and a bibliography. 

r 
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I . INTRODUCTION AND OVERVIEW ' 

Contrasts In Development , / 

The following tale of three cities is presented to illustrate the 
varying economic develppm6nt problems faced by smaller cities and rural 
areas and the variety of possible responses to those pi^oblems. The 
three cities — Stoney Road, Elvira, and Triple Creek — are not real 
places, but composites dravm ttom a number of actual smaller cities 
around the nation. , 

Stoney Road was once a rapidly growing northern city. Between 
1870 and 1900, its , population doubled each decade. But since World 
War II, its population has declined slowly to its present level of 

"""B'^oooT"'""""" ~ ' ^~r~" '. ^ " 

In the old days, Stoney Road had many busy stores, restaurants, 
and hotels in its downtown ar.ea. Customers came from the town and the 
Burrounding areas, and from the trains that stopped twice daily on their 
way between Boston and Chicago. The town was known^or, its diverse 
manufacturing base, its skilled work force, its transportation system, 
and its excellent public schools. 

Today, some sfty that Stoney. Road is dying. They point to its high 
^unemployment, its dated manufacturing facilities, its low-technology 
product lines, ahk^ its downtown businesses, losers in the fight with 
the modern, Regional shopping mall. They also note the closing or. 
contraction of three major factories in town. One, an electronics 
manufacturer, closed after forty years of operations and laid off 1600 
workers. A modern electronics facility was opened by the same parent 
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corporation several years later in central Canada. A second 
manufacturer, a producer of farm equipment, was purchased by a Chicago- 
based conglomerate and then resold to an Arizona corporation*. Though 
the plant now operates at greater efficiency because of ;modernized 
equipment, its work force is smaller than it was before the sale. The 
third manufacturer, a local f ami ly-owned producer of outdoor recreation 
equipment, was founded more than seventy years ago. Despite its* ■ 
stability and modest profitability, the company's market share has 
fallen in the last decade because of dated business practices and 
insufficient product development • - 

Last year, Stoney Road was one of several finalists vying for the 
siting of a $400 million, 1.5 million square foot engine plant to be 



built by a national corjioration. That competitive place was secured 
only after the county industrial development agency had devoted 

thousands of staff hours to assembling a bidding package for the pTant 

^ i ^ ■ 

and after the state had offered $150 million in incentives. The 
company, however, chose to build at a Surtbelt site after considering 
almost 200 alternatives. * 

Again, some would say that Stoney Road is dying. But, as with ' 
Mark TwaHi, reports of the death of Stoney Road are greatly exaggerated 
Despite the appearance of economic decline and in the face of actual 
competitive losses, local businesspeople , labor officials, and civic 
leaders are working together, convinced that Stoney Road can have a 
sound econojnic future. An economic development committee, supported 
by county staff, has been formed. Several committee members approached 
the Slate for a seed grant — a smal 1 fraction of the $150 million in 
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Incentives that the state had offered to the large corporation. Though 

* the state declinedi Stoney Road's leaders have not been discouraged* 

/■ 

Stoney Road, they say, is a good place to work, to live, and to rdise 
a family* A local banker took that feeling a step farther: "More apd 
more, we are learning that we have to depend on our local people and 
our local companies. That's our future." ^ 

More than 500 miles, i;o> ^h^ south of Stoney Road Is Elvira, the 
site finally selected for the $400 million engine plant. Though 

■ • 

troubled by dislocations in the area's agricul'turaL and forestry sector.s 

' . ■■->/.'.' 
in the 1950s and "60s, the city of 30,000 has since been growing 

rapidly. An expanding number of branch manufacturing plants supports 

an affluent business community, and real Incomes are generally rising. 

Yet Elvira still has its problems. Tliough the engine plant will 

offer a large number of jobs at wages slightly above existing levels, 

the average wage of production and service workers in town is still 

below the state and national average. Most families have two adults 

working full-time to make ends meet, and in the last few years , layoff s 

have become more frequent. Housing prices and rents have gone up 

sharply with the city's growth, and more and more people are living 

in less expensive outlying areas and commuting to Elvira on 

increasingly congested highways. Local tax rates have increased, partly 

because of generous tax incentives given to the branch plahts and the 

extension of expensive infrastructure to ser\>e new industrial facilities 

and partly because of population growth. Local employers have been 

.less than pleased with the "raiding" practices of the new engine plant; 

many of their most experienced workers are moving to better jobs at 

the new facility. 

.10 



The local newspaper attempts to articulate the growing discontent 
in Elvira* Though economic growth has certainly solved many of the 
problems faced by Elvira in the 1950s and 1960s , it has at ^the same 
time created new problems. A recent editorial concluded: "Bigger does 
not always mean better. Steps must be'taken to improve Elvira's quality 
of Ufe.V 

The editorial reflected a growing concern in the comn^unity. 
Several of ^Elvira's leading citizens, at the behest of the local chamber 
of coinmcrce, began discussing the town's future, and particularly' the 
relationship between community development and industrial development. 
Subcommittees were formed to consider, am6ng other matters, methods 
of distributing the, tax .burden more equitably and opTlons for develop'ing 
a moderate-income housing and nctghborhood^^lSmerc lal p1no3ect^ S 
locally oriented development ^process seems to be under way. 

, In another part of the country lies Triple Creek, a county seat 
of 10,000 people. Triple Creek suffers neither the growth pangs of 
Elvira nor Che economic decline of Stoney Road. Triple Creek, like . ; * 
many other towns around the country, has for a long time experienced 
neither growth nor decline. Basically, it has a stagnant economy; it 
is isolated from national markets because of its distance from 
interstate highways ^and the regional airport. There is a good deal 
of farming in the surrounding area, and Triple Creek has always served 
as a market center for local farmers* It has retail and wholesale 
stores, financial services, maintenance and repair operations geared \ 
toward agriculture , and the variety of personal service cstabl ishments 
found normally in Smaller cities. Of course, the county government 



and the county schools are among the largest employers in the area; 
Not surprisingly, most of the more ambitious young people who grow up 
in Triple Creek leave after graduating from high school. 

The residents of the area correctly see that outside companies 
are unlikely to discover their community and invest in it. For better 
of worse, they have learned to get by on the basis of their own 
initiatives and resources. The local development organization In Triple 
Creek recently hired a creative new director. That person has * 
formulated a realistic strategy for local economic development that 
builds on a series of modest projects. Taken Individually, the projects 
will neither create large profits nor significant expansion of jobs 
and local business opportunities • But taken together, over a period 
rof-^inTCT-~tiTex"^ti V~st:rengt:hen-t74re-^eeof^^ ke ^-Tr tp4e . -Ci^^^ek.— 

a better place to live and work. 
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The Argument of the Study 

Stoney Road, Elvira, arid Triple Cree|< are fictltibus places. Yet 
their experiences arc not uncommon in the\smaller cities and rural areas 
of the United States. People living in th\e Stoney Roads arc realizing 
that competing for large-scale industrial prospects can b€ an expensive, 
risky, and ultimately unrewarding effort.\ The residents of the Elviras, 
while) enjoying the benefits of economic growth, are also becoming aware 
of. its costs. They are coming to realize t\hiit while industrial 
development may solVe some of their old problems, it often creates new 
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Boilt communities are begifinihg to understand what the people of 
Triple Greek have known all along: that they must take a new. look at 
the talents and resources available at home, and that • the^ must rely 
ijicreasingly on. their own initiative in dealing with local economic 
problems^.. In a very real;Asenset^ this- direction harks back to the 
approach takeifi in the early ^ days p.f the nation — the building of the 
national econbmj^ from tH^ ground up'v^hrough local economic development, 
^pd not the other way around. 

^ Yet the leaders of the Stoney . Road^ , Elviras, and Triple Creeks 
need more than realizations and new directions. They need a clear 
understanding ot the economic development pro^'cess and of means of iniple 
menting it in smaller cities and rural .areas. They need to know how 
their viocal organizations can t>c better utilized to bring abdut local 
economic development . They need fre.sh insights about 'supportive roles 
for government, parfYcularly state government. That necessary V^nowledg 
base* is t*h(B subject of this, study. . 

j ■ • , ■' ' . ■ I • . 

This studj? identifies economic development strategies that have 

proV^dj^f f.ect ive in smal lercr'j^ities and rural^areas and suggests how / 

state goVernment* can support the strategies, and keep them viable in 

the face of reduced federal assistance . This chapter touches on bo^h 

our approach a'rtd bur firtdihgs. First, it offers a definition' of 

economic develappent atid discusses the smaller city and uural, context 

■ "■ * ■ , - ■ ■■ .<' • . ' ■ ' » ■'. 

and its implications on economic devclopmerit stra.tegies. It then 

,.■ ■ . ■ / • . * •* ■ ■ ■ . ■ 

Introduces the study 's fi'iidings on local economic development and on 

'^^ ■ ' ' ' ■ , ^ ' . ■ ■ "■- ' '" ' ■ ^ 

e state role in supporting local , efforts . 
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Definition of Local Economic Development ' ^ 

Before state or local actors try to influence local economic develop- 

• ■ ■ ■ • .■ .' • ' ■■' ■ ' 

ment, tliey need a clear notion of what theyare trying to achieve and an 

^ ♦ 

understanding of how economic development occurs . Economic development 
within jb community is shaped' by the plans and ^ctions of business entities, 
'wit'h varipus important forms of Involvement by the ^public settor. This stud^ 
is "^pncerned i3^th local economic development ~ with thc ways in which 
local, businesses , community-abased otganizations, and state 'and local 
^vernments can Influencie economic activity in order 'to benefit* the ^ 
people living in a particular locality. Tp gu\de our assessment of - 



the several actors* efforts to shape local economic development, the 

following definition is proposed; > 

Local economic development is a process that increases 
income, employment and self-employment opportunities, and 
*;net tax revenues ; improvek the long-term stability of the 
local economy; improves, or at least maintains, the local 
quality of life and work; and otherwise enhances the well- 
being of the local population. / 

" Several -points in elaboration of this idePfipition may be helpful. 

First, the definition views economic developmei»t as a broader construct 

than pimple economic growth. Economic growth reflects only the 

quant itative aspects of development. It iis- technically defined a^ the 

overall increase in output or production for a period of time. When 

local product ion increases , there are generally more jobs} more income, 

more sales and bank deposits, more local construction, and more tax 

revenues. But economic growth also involves economic forces that can. 

eliminate existing jobs, force business contractions, increase 

government expenditures, and drive up local living costs. Economic 
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growth, then, contributes to economic development when there are 
positive quantitative effects on a net basis ~ more jobs gained than 
lost^^'more business start-ups and expansions than contractions and \ 
failures, tax revenues in excess of tax expenditures, and higher real 
incomes • ^ 

Another component of economic development which is sometimes viewed 
as synonymous with the whole is industrial development — that is, 
growth and change in local manufacturing act ivity • Manufacturing growth 
is viewed as developmental because new manufacturers usual ly increase 
an area ' s export base , provide more jobs at higher Revels of producti- 
vity, and, through multiplier effects, expand local business and employ- 
ment opportunities. Like economic growth, though, industrial 
development can produce both positive and negative effects. For 
ex^niple, new industry may increase productivity , l?ut at the cost of ^. 
local jobs; it may create sales opportunities fojr/some, but eliminate 
them for others; it may have a negat iye impact on the environment . 
Industrial development has a major positive impact on local economic 
development when it diversifies the local industrial mix or helps local 
companies become more innovative ^nd growth-oriented, as both of these 
changes increase the area's long-term economic viability. 

While economic growth and industrial development are important, 
the definition of local economic development presented here. goes beyond 
them* Just as sophisticated corporate officials consider many 
objectives in addition^to profits, efficiency, and growth , public 
officials and citizens need to ponder a broader range of economic 
development concerns. 

;j " • - ■ 



Local citizens. and public officials dre concerned with developing 
a st'abie or moderately growinj^ tax base. They have ^ iSng-terip stake 
in the viability of the local ecpnomy and advocate development that 
improves, or at least maintains, the quality of life. Citizens favor 
better employment and self-employment opportunities , adequate 
compensation, reasonable hours and working condltiops, job security, 
career advancement possibilities, and other qual ity-of-^work improve- 
ments. While they would support higher income, they also want to 
purchase wholesome, safe, and durable products. While preferring 
particl^t lonTTiT the econ"omic mainstream to isolation, people still 
value self-reliance and autonomy (''taking care of myself and ''beijig 
my own boss*'). While people value the man-made environment, they also 
want to protect the natural environment and use natural resources wisely 
so that those resources will also be available to their children. 

. JWhen taking these additional concerns into account, the 
qualitative changes that must inhere in geni/ine local* economic 
development become apparent. In planning for loca 1 economic - 
development, the viability of the local economy, the quality of work, 
and, more generally, the quality of life are as important as economic 
growth or industrial development. 

Finally, it is important to understand that variq»us groups can 
support the same set; of local economic development ob ject ives f or quite 
different reasdns. The creation of employment opportunities may be 
taken as a case in point. Most members of the business community view 
job creation as a means of expanding the local market for their products 



"10 . ■ - : 

and nurturing overall economise growth. Public officials) tn contrast, 

* ■ . * "... 

might see job creation as a step toward expanding the local tax base 

and as a positive contribution to the long-term economic^ stability of 

. the area. Finally, most ci^tizens would look on new jobs as a vehicle 

for attaining more income, greater we^l-being, and ~ possibly - — an 

improved quality of work and life.' • . . > 

The Context of the Study ^ . ^' 

This study focuses on economic development in smaller cities and 

' ' ■ • - i' ' 

rural areas. Such. areas have particular characteristics that must be 

_ : ^ ^ — ^ L_ . — ^ . . 

taken into consideration in designing economic development strategics. 

First, many of these areas are dependent on a single aspect of the 

natural resource base and thus are particularly vulnerable to changes 

ih" global demand y to technological innovation, and to depiction of the 

resource base. Second, they are marked by dispersed residence patterns,* 

Thirds they often lack the infrastructure, conducive to development of 

manufacturing industries — water and sewer systems, highways, pirp.orts, 

and the like. And fourth^ many Smaller cities and rural areas are 

lacking in information, technical skills, and administrative capacity 

and thus are more dependent on assistance from state government than ^ 

are large cities. 

Because of'these characteristics, smaller cities and rural areas 

lend themselves tnost readily to small-scale development projccts> In 

the rural context, large-scale projects are likely to occur only when 

they are initiated by large corporations or by large government . Even 

in places where large-scale projects can be mounted, they are not always 



ERIC 17 



desiraVie. They can easily overwhelm an area, straining public services 

' ■}'.' "" ' ■ • 

and Contmunity facilities, taxing the natiiral, enviro-nment , causing a 

. . ■ ti" ■ ■ " '. ■ 

flood of in-migrtftion, and dr.aa^ically changing the fabric of the area's 

h ■ ■ . , ' 

social and cultural life. 

Although smaller cities and rural areas share a set of defining 
characteristics, they vary greatly as well. This point is amply 
demonstrated by the seven areas, included in this sturdy northern 
California, eastern Kentucky, southeastern Oklahoma, nor thxsrn Vermont , 
the coast and mountains of North Carolina, western Massachusetts, and 

-rOTal Mai n e..; Each of these area s' is Llm bu bJecL of a case study — ; 

^ ' (■ ■ 

presented in Part 11 of this report. 

; . . ■ ■ 

The relative status of smaller cities and rural areas in their 
respective states is one point" of variation. Kentucky and Vermont, 
for example, are primarily rural states in which the rural voice is 
' heard clearly in the halls of the legislature i California and 
Massachusetts, on the other hand> arc hj^g ' 
affluent states in which rural interests hav« more difficulty in being 
heard. Though mdst of the areas studied are sparsely populated and 
distant from large cities, the range in degree of isolation is wide 
indeed. A holfow in Appa^lachian Kentucky is simply less accessible 
than any town in eastern North Carolina* 

Growth is anothe^r dimensioti along which the seven areas vary. 
Northern California; Vermont, and western Massachusetts have experienced 
Pjopulatio.n growth in the past few decades, partly because of the in- 
migration of educated and skilled urbanites. E.2stern Kentucky and 
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southeastern Oklahoma y on the other hand, have grown little, if any; 

m ' ■ 

their populations remain stable, indigenous, and homogeneous. Some 
of the people in the seven study areas are the steadfast heritors of 
Che independent yeoman character ; others remain dependent on a quasi- 
paternal employer or government* Residents of the lumber towns in 
northern California and the coal counties of Kentucky exemplify this 
latter condition. 

California and Kentucky are the two areajs most dependent 
economically on single aspects of the natural resource base — lumber 
for o ne, coal fo r th e othe r . While not Lhern Califo r nia ' s concerns stem — " 
mainly from depletion of its chief resource, pastern KentuCjky worries 
about the eventual end of the coal boom and abput the shorter term of 
cycles within^ the boom. Though Vermont has a rich resource base, it* 
is a small one, and its forests and farmland are contested by 
recreational developers >and manufacturing firms, by preservationists, 
and by. groups that woyld marshal the state's forest's as an energy 
resource. Other areas have,v scant natural resource bases upon which 
tp build — southeastern Oklahoma being the best case in point. 

Th^e seven areas also differ considerably as to degree of reliance 
on manufacturing. North Carolina's smaller cities, for example, continue 
to support themselves on their enduring — if low-paying — manufac- 
turing base. The state's strong and generally successful industrial 
recruitment efforts focus on attracting higher-paying industry to-North 
Carolina. Maine, by contrast, though heir to a traditional manufac- 
turing base, is struggl.ing to keep its manufacturing firms and Jobs. 
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Vermont, though formerly an agricultural state, has succeeded in 
developing a manufacturing sector in recent decades Other areas — 
Oklahoma, for example — have never had a significant manufacturing 
base, though not for lack of trying. 

Some of the areas studied are under strong pressure from 
recreational developers; for others , such pressure is important in only 
a few scattered sites. SaiiM^ :of ' the areas have strong environmental 
constituencies, so that industrial development is hotly debated and 
often strongly protested; other areas are quieter on the environmental 
"qu^ tion, though theit envl r onmenls may be j u st -a ^ seriously thrcatanod . 
Attitudes toward regional and state government also differ 
drastically^ among the seven areas. California is a home--rule state — 
regional governments are rare, and state government is mbre tolerated 
than trusted. Vermont, on the other hand, has an active system of 
regional orgaaiz^tions which act as conduits between the town 
governments and state goverhipent, 

' In sum, the seven area^ studied offer a' fair expression of the 
considerable ^iivcrsity that exists among the smaller cities and rural 
areas of this country. For purposes of considering economic development 
strategics, six types of variations should be kept in mind. Firsti 
the economic base of the area must be considered : its vitality, its 
diversification, its reliance on manufacturing, its natural resources, 
the strength of its small business sector. Second, the variety and 
sophistication of the population is important ~ an area close to a 
university or an area that has had considerable in-migratlon is likely 
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tro have more d-tverse human ^ Resources than a more Isolated , closed area. 
Thitd, *the geographtc^ characteristics of the area •= — its accessibility, 
its expanse ' — must be taken^ into account. Fourth, the degree oT local 
support far economic <levelopme^it activity is important ; as is, fifth, 
the attitude of the (5opulace toward regional and state governmient. 
Finally, the capacity 6,f Existing organizations for facilitating and 
Initiating economic development is crucial. > 

Local Economic Development Strategics 

Within the context of smaller cities and rural areas, this study 
identified many projects- that fit our' definition of local economic 
development. These projects represent a locally controlled, community-- 
based approach to economic development. They build on resources that 
already exist in the local economy — natural resources, existing 
business act ivity, and, most importantly, the talents, sk'ills, and 
energies of the local population. Their underlying strategies 
concentrate on small-scale projects^init iated and guided by people 
living in the area, often with help from state or federal government 
or other outside sources.' In niost;^ cases,^ project ieadership is 
furnished by a local development organization: a private agency with 
close ties to both the private and public sectors. 

The study found local controT and support to be crucial to the 
promotion of economic development; without committed local support, 
it is hard to sustain interest in a project throughout the protracted 
development process. Moreover, local control ensures that community 
values will be^ considered in project planning, that th^highest level 
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of benefits will accrue to the community from the project, ai^id that 

local resources and>talents will be better utilized in the project. 

And in the coming years , probable decreases in federal and state 

assistance will mean that more of the resources necessary for develop- 

> . „ ' . " ■ ■ ■ 

meht will have to' come from the local community, so that widespread 

local support will be even more important^ 

Joint public-private initiative was found to be essential in local 
economic development projects, since most of the projects entail activities 
that neither the publ ic sector nor the private sector could carry out 

ind epe ndently. M a ny- of th e projects a rc not suffirlpnrly pxniiia ble to _. 

attract strictly private investment ; yet they require an approach that is 
more flexible and- ent reprerieur ial than the sort public agencies usually take 

Throe specific local economic development strategies figure in 
this study. Under the first strategy — expansion of existing 
industry — a local development organizatibft helps local manufacturing ^ 
firms expand by providing, hel^ with' infrastructure , financial 
assistance, and skills-training. The second strategy — small business 
development — can involve helping existing retail, service, and small 
manufacturing enterprises stabilize or expand, or helping new ones start 
up. This strategy Is implemented through business counseling and 
throMph providlng\assistancc in obtaining financing. The third strategy, 
discussed in this study may be termed now enterprise development. It 
involves identifying feasible business ideas and seeking people to 
initiate enterprises based on those ideas, with support frOm the local 
development organization. . ^ 

Each of the three strategies for local economic development is 
discu«%sed fully in Chapter II. 



The Statg Role 

The trend toward block grant funding, howe.ve^r far it is taken, 
will create new opportunities and responsibilities for states to hcj^lp 
local it ies respond to economic development needs in the 1980s. At the 
same time, however, state government will be under increasing fiscal 
pressures. Opposition to tax increases combined with inflation and 
reductions in federal spending wiUvresult in fewer resources with which 

state governments (and local governments as well) will have to meet 

• •' » 

growing problems and competing demands. This suggests, of course*, that 
states will havQ to find better ways to utilize the ir limited resources. 

The traditional state role in promoting economic development' centers' 
on recruicing new industry and helping to finance industrial develop- 
ment, with additional incentives for business and industry implicit 
in the state's |axing, spending, and regulating policies . In recerjt 
years, thi s' traditional approach has come under criticism for .several 
reasons. While it sometimes influences corporate location decisions, 
it does so at a high public cost. In many cases, state government 
provides financing at below market rates, waives or defers taxes, trains 
workers at public expense, widens roads, extends water lines, and 
improyes waste treatment facilities, all for a company that might have 
located in the same area without those incentives. Additionally, since 
state efforts are targeted to major corporations, they assist companies 
that need help the least and bypass the smaller, loc*ally owned firms 
most in need of assistance. Finally, recruitment and industrial 
development have not been successful in certain types of localities, 
particularly smaller cities and rural areas that are far from urban 
centers and remote from transportation networks. Many local development 



groups In such areas have carried out expensive promotional campaigns 
and developed even more expensive industrial sites only to end up as 
the owne^rs of unused infrastructure and vacant industrial parks. , 
^ MDC's study sought out models for a di f ferent kind of state role — 
st^te support for locally initiated, locally controlled economic 
development efforts. MDC found four categories of state activities 
that fit this general description: devel^ of supportive state 

policy; ^i^v^sipn of capacity-building services, technical assistance, 
and fundi%^:for local development organizations; financing for small 
-bt i g in o nr a ^ irnln pmAnr ; and C oordination, these activities arc treated 
In detail i,n Chapter 111. 

Neither the local strategies nor the state activities presented 
here are intended to represent a complete slate df ijpproaches to 
economic development in smaller cities and rural areas. Rather, this 
study concentrates on one general approach to economic development — 
an approach based on locally initiated, locally contrplled strategies 
that state governments can play a key role in support ingr Chapters II 
and III illustrate how local people ~ effectively organized, looking 
within their communities to implement economic development projects, 
and receiving state government support for their efforts — can have 
positive Impacts on the economics of the smaller cities and rural areas 
in which they live . 
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II. LOCAL ECONOMIC DEVELOPMENT STRATEGIES AND ORGANIZATTONS 

■ ■ ' • * 

This chapter discusses three strategies that are appropriate for 
locally initiated, locally based economic development activities in 
smaller cities and rural areas. Taken together, they can be said to 
represent first steps toward a ''new orthodoxy," an alternative approach 
to traditional econonfic development that Is beginning to gain acceptance 
in scattered localities around the country. This approach involves 
• creating a climate that nurtures and supports small, locally based 
businesses and industries which iorm the backbone of the economy in 
most smnllcr cities and rural areas- Depending on the nature of the 
specific area, its resources and problems, locally baned development 
can usually be achieve^ thpugh some combination of the three 
strategies:- expansion of existing industry, small business development, 
and new enterprise development (including development based on natural 
resources and new products). 

The first strategy, expansion bf existing Industry, is practiced 
by some of the most successful local development organizations in 

r ■ ■ . . ' • 

smaller cities and rural areas that have a solid Industrial base to 
build on. The other two strategies are more Innovative, and, having 
shorter track records, less susceptible to rigid evaluation. Neyerthc- 
less, they seem to be viable strategies particularly well suited to 
smaller cities and rural areas that lack strong Industrial bases. 

The three strategies are not mutually exclusive; in fact, 
they can be most effective when pursued in coiT]blnat ion. This 
chapter* discusses the advantages of each strategy for smal ler ties 

^ i 

and rural areas and presents examples of how each has been Implemented. 
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Implicit In this discussion is the assumpt lonl that these strategies 
require a local development organization to initialie and implement them* 
. Local econotfiic deve lopment can .be a lopgy protractc d process that ' 
requires, at the least, strong committed leadership to sustain the 
effort over time; this leadershl*p can be mo^fe^ftecti ve if it exerts ' 
itself through and \s supported by a local organisation. . ' ^ 

The appropriate type of leadership- and organization combines the . 
best features of the public an^ private ^ectois. /The oigartl zatldn's 
goals^are public (e.g., revitalizing the economy , exld^nding Job 
opportunities, improving the quality of life), and some 'of its resources 
are drawn from the public sector, but its strvicture ll^^ptlvate. Neither 
a strictly private company nor a purely public agcncyVis an appropriate ♦ 
development organization. Public agencies tciid to be iao political ^ 
on the one hand (decisions are based on ^hort-run polltUcal impact), 
or too bureaucratic (risk-averse, slow-moving, uncreatlvc) on the-other. 



Private companies arc not appropriate agents because their very purpose 
. |is to maximize profits and growth potential, while most af the economic 
development activities that need to be initiated in smatl^r cities and 
rural Sreas are not^hlghly profitable — especially at flrist. The best 
form, then. Is a private nonprofit orgafilzatlon , referred to throughout 
this study as a local development organization. A local development 

organization might be formed ofi a commun ity 'development corporation 

■ »' • ■• ~* 

(CDC), as a local development corporatiojn (LDC)i or as a private 
nonprofit association, federation, cooperative, or multipurpose 
corporation. * 
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. Aftet a discussion of t-he three.'local economic development . 
strategies, then, this chapter moves, to a more explicit treatment of' 
local development or^a^hlzations. It analyzes the characteristics of 
effective organizations and discusses issues related to organizational 
development. ^ . • . » - 

>Strategy I: Industrial Expansion \ . 

Rationale ' " . / 

In smaller cities and rural ^ areas that have a manuf actur ilng . base , 

, • ' - ■ " . ■ ■ ■ 'j - . - *- 

opportunities often exist for expansion of that base through assisting 

*, » ■ • ^ . i. . , 

individual companies to expand. The companies under discussion here 

• . . ■ - ■ ■ • . ■ ' ■ . ; , ■■ s ; 

are distinguished from sfriall retail, service, and light manufacturing 
firms (dJsciissed , below under "Small Business Development") in two major 
ways. First, they have greater needs for physical capital ,land, ^, 
infnastructure (roads, water lines , rail spurs , etc .), buildings , and 

equipment. And second, they are vlikely to be more stable enterprises , 

"" . ■ ' . ■ ■ ' * * ' ' *■ . ■ ' • 

with greater financial solvency and more solid management. Yet they 

. ' ' ■> . ■ ' ' ■ 

still havfe , trouble financing growth. Consequently, programs to assist 

expandirig industries have .evolved into two types' — ^that which provides 

infrastructure contributions, and that which provides" fiianc ing to help 

companies build plants and purchase equipment. / A third type of . 

asfsi stance -- and an underutilized one — involves! the provision of . 

skille-training for accompany that is increasing its work force; 

In areas that have a manufac,turing ba^e and a relatively healthy 

economy, helping local ind^i^tries expand can be quite worthwhile. (The 

approach builds on existing investment in the community; it is. low-risk, 
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since it targets exls'ting companies of some proven permanence; 4t can 
result in the creation of relatively largie numbers of jobs; and it 
bolsters local companies that already have some commitment to the. 
locality. In* addition, plant expansions can have significant multiplier 

effecfs in the local economy whten the expanding firm hasN links with 

' . ' - - ■ j''^' •^ . ■ . 

local suppliers and ci^tributdrs which can share in its growth. 

It should be nated that there is a difference between helping 
locally based companies to expand and assisting local branch plants 
of larger corporat ions with growth plans. While the letter may ask 
for local assistance , they usually have access to corporate sources 
of add; smaller companies which are truly local, however, may face ' 
seriqus obstacles in obtaining financing. Other reasons, too, argue^ 
for targeting assistance to locally owned companies. Local ownership 

often means that the company has ongoing commitment to the community 

- f • " . ■ ■ ■ ■ ■ ^ ■ • . " 

and that ib ^^rill. take community concerns into account in making 

• ' > ■ -• , •'■ , 

? corporate decisions. 

Elements of an Industrial Expansion Strategy 
> Infrastructure Development : There is a role for the public sector 
in providing infrastructure for industry, particularly in smaller cities 
and rural areas where basic facilities lille water and sewer service 
do not exist. Indu^strial parksT make part iciilar ly good sense in rural 

areas from a land«-use standpoint because they concentrate industrial 

' " "... ^ ■ ' . , 
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activity in a small are'a and save irior^ land for agriculture, forestry, 

, or other nonindustrial uses .• They also make sense economically, 

especially for smaller companies, since they allow sevej^al entitles 

■ ■ . - ' 

to share the high costs. of infrastructure development. 

' ' ' ■ ■ ■ • ■ 



In a healthy local economy, a successful industrial park can often 
contribute to the^ psychological climate of growth while at the same 
time facilitating the actual expansion of small, locally owned 
companies* A park, however , cannot serVe as a^ panacea for an ailing 
economy. Hundreds of smaller cities that constructed industrial parks 
in the "SOs, .•60s, and • 70s — usually with federal aid — learned that 
lesson; they went looking for tenants, found none, and are today the 
owners of idle, but still costly, infrastructures. 

. " ■ ■ ' V ■ 

, Developing industrial infrastructure-makes most sense when it is 

■ ■ \. ' ^ . ■ , . ' ^ 'V 

part of a larger economic development strategy or when it is designed 

to meet the needs of locally owned plants that have already made a . 

commitment to expand in the area. The results of one such sensible 

approach may be seen in the Mountain Lakes Industrial Park, created 

by the Economic Development Corporation of Shasta County (California) 

in the early 1970s, which today houses 60 firms employing approximately 

1200 workers. From the start, local support has been crucial to the 

park's success. The EDO began its development efforts with a two-and-a- 

half year educational process, after which it sold $250,000 wo^th of 

noninterest bearing,* fifteen-year notes to. local businesses and banks 

to provide seed money for the park. The EDC's goal was to provide space 

for expanding local businesses, and the majority df tenants in t(|ie park 

\today are locally, based firms, many of which were original purchasers 

of the^ IS-year notes. , , , 

Part of the park's success hinge's simply on the growth potential 

oi Redding, the host city; the parlc was built in the right place at 

the right time. Other factorjs, however, were equally important . The 
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lengthy planning and promotional process ensured that local companies , 
were aware of and intereste<l in the park; EDC thus had tenants lined 
up to fill spaces In the. park early on, and that helped create a 



positive climate from the beginning. Because of EDA tunding^for: 
infrastructure development and generous terms from the prey/ibus owner - 
of the park property, space was sold at a price affordable to small « 
local industries. The EDC's status as an SBA 502 Local De>relopment 
Corporation enabled it to offer long-term financing for building and 
equipment, and the EDC kept the size of lots in the park flexible so 
as to accommodate firms of diverse sizes and types. Today, the park's 
tenants employ from six to 250 workers; most employ- under 60. And while 
most tcnar^ts are single-plant manufacturing establishments, the park 
also houses distributors, warehousing firms, and a trucking business. 

Federal and state funding have been critical to the development 
of industrial parks in smaller cities and rural areas. Once a specific 
park is well under way, private developers often step in. (In Shasta 
County, for example, the final stage of the parkas development was taken 
over by a private developer who bought the remaining land and is selling 
it for ten times the. EDC's original asking price.) But until a park 
becomes attractive to private developers, a major subsidy is needed. 
State development authorities and the federal Economic Development 
Administration have been the major suppliers of such subsidies. With 
the effective demise of EDA and of /the federally supported regiona 1 
commissions, it will be' harder to finance the development of industrial 
inf rasttudture in all but the most fortunate areas. 
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In sura, industrial parks are worth considering as a means of - 
helping .local industries expand, especially if the parks can be 
developed in conjunction with a, financial assistance program. Actual 
and beneficial expansion, however, is likely to follow on park 
construction only under certain conditions — in areas which have a 
healthy industrial basewith potential for growth, and in which local 
firms and banks have expressed an interest in and commitment to the 
idea of the park. " 

Financing : Once an expanding company has access^ to its basic 
infrastructure needs, its requirements for grbwth financing must be 
addres,sed. It is well known that many busiViesses have, trouble obtaining 
long-term loans for land, buildings, and equipment; so it is that 
financial gap that th6 public sector has tried hardest to help fill 
through, for example, industrial revenue bonds and the activities of 
s^tate industrial development authorities and local development ^ 
cotporations . Another public sectot vehicle for responding to capital 
needs of Expanding businesses is the revolving loan fund, discussed 
below under the "Small Business Development" hiaading because it is mo^t 
often used for aiding, smaller , less capital-intensive firms. 

Industrial revenue bpnds (IRBs) are the most popular source of 
long-term, reduced-interest financing. Although they are a useful 
development tool, they are rarely accessible to small firms for two 
reasons. First, the cost of issuing IRBs makes them infeasible for 
amounts of less than $1 million. And second, since the bonds' market- 
ability depends on th6 ;cr;edit-worthiness of thp firm., small companies^ 
viewed greater risks, are at a disddvantdjge . Often they find 
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themselves last in line for IRB consideration! behind larger companies 

whose bonds will sell more readily. 

/ . ' • ■ ' 

In many states^ the state industria 1 development authority offers 

_ . - - ^- . ^ — - 

loans and loan guarantees to expanding cpmp^nies for land, buildings 
and equipment. At one end of the range, the state authority might 
guarantee only a portion of a loan made by a private lender at market 
rates. At the other extreme are programs like ^^mont * s direct loan 
program, subsidized by the state treasury, which lends (at 47. interest) 
up to 4Q7,'of the cost of land, buildings, and equipment for any 
manufacturing plant locating or expanding in Vermont. Two-thirds of 
the 100 recipients under that program have beefl^ermont-based companies 
expanding within the state, and most have been small businesses for 
the simple reason that most' of Vermont's businesses are small. While, 
the program may be criticized as a giveaway to industry and a ^burden 
-on Vermont's taxpayers (it has cost the state approximately $9 million 
since it was instituted in 1974), it is certainly a boon to small firms 
in times of high interest rates. It enables companies to expand that 
could not affor^d to do so if they had to pay the market rate for the 
full amounts of their loans. 

SBA-chartcred local development corporations (also called 502 
corporations) are key actors in packaging loans and in gaining access 
to SBA*s long-term loans for firms interested in industrial expansion. 
As noted, the Shasta County EDC was successful in filling its industrial 
park with local businesses partly because of its ability to package 
section 502 loan^, ranging froiS $40,000 to^ $550,000, together with $4| 
million in larger EDA loans. - • . ' 
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In Vermont, where the state provides some funding for staff 
salaries at LDCs, the LDCs have joined forces with the state Industrial 
development authority to become a major force In he Iplng .local 
industries expand. Under SBA's newer section 503 program^ LpCs can 
gain access to low-Interest, long-term financing from SBA and charge 
a fee for their Idan packaging services. This provision Is Intended 
to provide support for LDC staff, thereby marking LDCs a stronger 
development force. It remains to be seen whether fees under section 
503 Will suffice to support staff positions fully; it is clear, though, 
that LDCs which have access to /other funds for staff costs (like those 
in Vermont, or the Shasta County EDC) can only increase their ettective- 
ness by tapping into the 503 program. ^ 

Training ; In ^most areas, skills-training is an underutilized 
component of industrial expansioii strategy. Where it Is in use, it 
can focus in either of two directions: ^on the firms, or on the 
potential workers. 

The more common role for training is as a means of meeting the 
work-force needs of expanding businesses. In some caS:es, the absence 

of a prepared work force has caused plants to seek new locations for 

, , ' ■ ■ ■ c 

expansion, and a publicly funded training program can be the link that 
enables a company to expand locally. The area around Springfield, 
Vermont, for example, has long ieen a center for machine tool 
manufacturing. A few years ago, however, local companies began looking 
at other areas as possible sites for new insfallat ions mainly because 
there were too few qualified and available workers left in Springfield. 
Through its state-funded training program' fdr new and expanding ' 

o3 
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industries* Vermont set upya special training program for the machine 
trades in the Springfield area. As a result, several companies wer^ 
able to expand locally rather than having to leave the area^* 



'The second role for subsidized training is In helping to ensure 
that a number of economically disadvantaged people are hired when local 
industries do expand. This role was central to the CETA-EDA coordi- 
nation experiments in North Carolina and other states in 1978-80. At 
best, the experiments had mixed success because of problems resulting 
from the bureaucratic structure of CETA and EDA programs — t;he long 
lead times needed for project ^planning, the failure of one set of 
program administrators to understand the vagaries of the other set's 
programs y and the like. Nevertheless , if economic development Is to 
benef'^t the people in greatest need, it m^kes sense to link subsidized 
training with Job opportunities in expanding industries. 

Summary 

Under the right circumstances, public support for expanding 
Industries can be an effective approach to local economic dev|slopment . 
The right circumstances include a healthy local economy, a solid base 
of locally owned industries, and loc^l support for industrial develop- 
ment. When these conditions obtain, public assistance with infra- 
structure development and financing can create the critical matis that 
enables local industries to expand by making such expansion affordable. 
The addition of a training component to provide a ready work force and 
help ensure that economically disadvantaged people benefit from publicly 
supported growth can give an, area the ideal, threes-element expansion 
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Strategy involving infrastructure development! financial assistance, 
and skills-training* 

In many smal ler' cities and rural areas, however, this approach^ 
will not work. The industrial expansion strategy is basically 'a 
react ive ' one, in which the public sector attempts to meet j^he stated 
Tieeds of existing firms tha^ have the capability to expand. (Of course^ 
as in Shasta County, t\\€ economic development organization can be a 
catalyst in promoting the potential for expansion.) If an area lacks 
a solid manufacturing base or has rio firms whic(i believe in the 
potential for their own growth, no amount of infrastructure, financial 
packaging, or work-force training will trigger industrial expansion. 
In such cases, a' different approach is peeded — one that either builds 
on what does Sexist in the Tocal Economy, or creates entirely new 
economic opportunities and new business entities. Those alter- 
natives ~ small business development and new enterprise development — 
are treated below. 

Strategy II; Small Business Development 

Rationale 

4 

In recent years, the small business sector has been accorded 
greater recognition as an important contributor of employment opportuni- 
ties. Very small businesses — those with ten or fewer employees — 
are now widely credited as supplying thirty to forty percent of all 
new Jobs created in the United States each year. And if we define small 
businesses as those with up to ^50 employees, we can attribute the 
creation of perhaps sixty to seventy percent of all new jobs to such 



businesses* But small businesses' also have serious problems. Under- 
capitalization and poor management combine to .cause a high failure rate, 
and .an even larjger body of potentially viable business ideas never 
materializes as going ventures because of shortcomings in financing, 
planning, or management. 

In most smaller citiejs and rural areas, small businesses (20 or 
fewer workers) are the mainstay of the local economy. These businesses 
are usually in the retail, service, or light manufacturing sectors, 
and most are operated by their proprietors. Many have low capital 
investments and low rates of profit; and many of the owners have little 
business training or none at all. In management capability, the 
businesses can range from tiny "microbusinesses'* with only a few 
employees, in which the owner often lacks even basic skills in book- 
keeping, financial planning, and marketing, to larger businesses whose , 
ovmer-managers are beset by more complex management burdens, personnel 
problems, tax liabilities, and the concomitant need for,, more sophisti- 
cated planning and marketing skills. All of these small businesses 
rely heavily on contmercial bank financing, but for several reasons, 
they have considerable difficulty in borrowing needed capitally Th6y 
lack sufficient collateral, they cannot present a convincing business 
prospectus, and they are perceived in general as high-risk ventures- 

An effective small business development strategy, then, must 
address the two basic needs faced by small businesses the needs for 
financial help and management and technical assistance. The goals of 
such a strategy are to help new businesses start up and to help existing 
small businesses expand into more profitq^ble and viable ventures. As 
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these goals, are achieved, new jobs are created, the incomes of owners 
and workers increase, and an entire and important component of the local 
employment equation becomes more stable. 

Elements of a Small Business Development Strategy 
Business Counseling ; This is the simplest and least costly element 
in a small business development strate-gy. Since many small business 
owners are untrained in financial analysis, marketing, and business 
planning, efforts to assist them need not always be sophisticated or 
complex to be of real help. *A program staffed by a generalist who has 
access to consultants for specialized problems can be quite effective 
in helping businesses improve their profitability, assess their 
potential for expansion, and even obtain bank financing. Such a program 
^%an also help prospective business owners evaluate their chances for 
success and guide them in the careful planning of their business. 

The essence of counseling programs lies in helping the business 
owner to identify and solve his or her specific problems. The programs 
often utilize tools such as the Business Planning Guide , developed for 
the Business Information Center program in New England, which leads 
the business owner through a scries of questions about goals (short-term 
and long-term), the current state of business, known opportunities for 
expansion, known risks, and other basic issues. Besides its inherent 
utility, consideration of these Issues helps business owners identify 
areas In which they, need to seek further technical advice. 

An example of a successful business counsdl ing effort is the one- 
year-old Business Support Center operated by the Redwood Community 
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Development Council' in Eureka, California. The Center is^ staffed by 

a trained accountant who has also taught herself the basic skills of 

>■ i . . ■ * . . ■ 

.business planning, management, marketing, and loan packaging. She helps 



business owners assess^their strengths and problems, provides first^Tine 
technical assistance for specific business problems, and assists in 
the preparation of business plans for use iit loan applicatior^s. For 
problems that go beyond the staff person's capability, the Center 
utilizes consultaiil^ — faculty from a nearby state university, bankers, 
or more specialized accountants. The Center's staff person often 
accompanies the business owner to such sessions in order to act as an 
intermediary between the mote academic or technical consultants and 

ithe business owner • The .Center also uses a minicomputer to help clients 

I- 

with financial planning. 

Although the Center has no independent resources for fina^ial 
assistances it has helped m^ny clients obtain private financing by 
improving their credibility with banks. Helpi in;preparing business 
plans is a key element there, as are the personal relationships the 
Center's staff person has established with local bankers. A case in 
point involves the owner of a downtown drugstore who came to the Center 
complaining of competition from chain store's in a new shopping mall. 
The ^owntovm store was in a poor cash position, and' the local bank had 
refused to refinance the business. The Center brought in a marketing 
expert from a nearby college who recommended that the troubled store 
pull back from across-the-board competition with the chaiVis and 
specialize instead in personalized pharmaceutical assl^stance for its 
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cUentele. Under, that plajj^, the bank was persuaded to extend a reworked 
loan, and the business is now doing well:. 

Despite the success of business counseling programs like the fore- 
going , continued funding presents probleros> The Cente r in Eureka, for 
example, was supported by a RSIP gr^nt of $55,000 for its first year, 
which enabled it^to make,contact with-200 businesses and to work 
intensively with 68 of them; still. It has not been able to lock in 
funding for the future. The California project was modeled oit that 

of the Massachusetts Business^ Information Center , which was. also funded 

' . ■* - • 

by CETA for two years;' and which, when the CETA cutbacks . hit ; died. 

/- ■ • • . 

Counseling projects of this sort must have 'public assistance, to operate . 
A system of fees could provide support for the counseling services. 
If rates* were kept affordable, however, they would not cover the entire 
cost of the service. Conversely^ if full rates were charged, .many needy 
businesses would be excluded. . . '-'^ 

Stiir, business counseling is the least expensive, and possibly 
the roost cost-effective, approach to small business development , parti- 
cularly in an area where there is a fair amount of small business 
activity. A business counseling program can be staffed by a single 
professional, who need not hold a MBA or be a fiscal wizard. (In fact, 
it seems more important to hire a person who can communicate well with 
local business owners, take initiative, and learn dn the job.) The 
program can help businesses operate more successfully, guide aspiring^ 
business owners in planning the start-up of niew enterprises, and arrange 

commercial financing for qualified, ventures, though the program has 

. . . ' , ' \ 

no allocable funding, of its own. ^ 
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Financial Assistance ; ♦ Whi le business counseling programs can help 
small businesses obtain bank financing.; theire is often d need to go ^ 
beyond that step and supplement commercially available assistance. 
Suj>plemental financial assistance for small businesses can take several 
fogrms, the most preveileht of which are djLrect loans, loan guarantees* 
and equity investments. ' , 

All*the forms discussed here are variations of the direct loan» 
which is the most common type of financial assistance of fered ^by local .. 
organizations to small business. In the past, money to set up revolving 
funds for making direct loans has come from EDA, CSA, the federally, 
supported regional development commissions^ and state appropriations. 
The revolving funds serve several interrelated functions: they can ' ] 
make capital available to businesses that could not otherwise get a 
loan; they can Increase the amount of money a business can borrow by 
leveraging bank financing; and they c^n lower the cost 6f capital by 
offering bclow-market Interes't rates. \ - 

An example of the first J^^l.nction is found in the Vermont Job Start 
program, which makes loans of up to $3,000 to small, owner-operated 
businesses- including self-employed craftspeople, loggers, and auto 
mechanics, and small retail and service shops. All recipients rhust 

have annual incomes of less than $12,000 an(] must 'have been rejected 

» '\ ' 

by conventional credit sources. Reasons for rejection by banks 
are varied: mbst applicants have been rejected as lacking 
collateral and as being poor risks, tn addition, many banks- arc 
s,lmply not interested in writing such' small loans as many Jpb Stiirt 
recipients have sought; the costs of the loan would exceed the banks* 
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potential profits. Finally, many Job Start applicants have kept such 
poor financial records that they cannot meet bank standards for loan 
applications. . 

By making loans to high-risk, of ten unconvent ional businesses,' 
Job Start is filling a need for financial assistance which had /been 
left unmet; by the private sector. And it is filling that^need with 
rather remarkable success. In its first two years of operation, the 
program lent $425,000 to 178 businesses, creating an estimated 98 jobs 
and sustaining an addit iona 1 111 . The loss rate has been kept on the 
order of 5%, partly because of the program director • s aggressive 
collection practices and partly because mionthly payments — on loans 
of under $5,00Q at 8^7. interest and with terras of up. to five years ~ 
are quite low^ (Job Start's pre-apprbval scrutiny of applicants ' 
projected household incomes and their other debts also serves to keep 

the loss rate low. ) - . v 

- While loans under Job Start are for the most part too small to i 
leverage addit ionaUbank financing, many financial assistance projects. 

%lend to somewhat larger businesses and use private-resource leveraging 
as a means of increasing the impact of their 1 imited funds . An* exemplar 
of that approach is eastern Kentucky ' s ^Mountain Association for 
Community EconoTnic Development (MACED), which draws qn a $500,000 
revolving loan §und capitalized by EDA and has access to additional 

^ funds from the AppalacJhian Regional pommission, made available through 

.•■■■.'■/■• 

thexstate development finance authority. ' 



MACED packages loans for local business start-ups and expansions; 
the average package is for $100,000, with MACED providing 20% of the 
total ditectly. Most borrowers had previously been refused loans by 

local bank^. MACED. induces banks to participate through its own ^i- 

financing of borrowers V subordinated debt, which reduces both th^ 
amount requested from the bank and the bank's risk, and throughputs 
technical assistance td borrowers. MACED staff help borrowers develop 
strong business plans by guiding them in marketing, operations , and 
cash flow planning. The average MACED-packaged loan has created 20 jobs 

The primary benefit of MACED's loan prograjn is that it opens up 
private financial institutions to businesses that otherwise would not 
be welcome, or would, not be dealt with so liberally as woiild larger 
businesses. There is an addec| benefit, as well: since MACED supplies 
its portion of the loan package at an interest, level approximating the 
rate of inflation, borrowers benefit from an overall interest rate of 
less than the' market rate. Other revolving loan programs bring interest 
rates even lower than the MACED projgram* s . 

One such program is the Burney-McCloud revolving loan^fund, 
capitalized at $1 million t^y EDA in response to the closing of several 
major lumber -mills in those two northern Calif ornia towns . The fund-,, 
although it operates in a sparsely pcjpulated area, received a remarkable 
1500 loan requests in its first, year ojv operation. That high demand 
is partly attributable to the fund's offering one- to seven-year loans 
at interest rates of seven to ten percent. The fund^was created after 
local leaders proved that high interest rates were preventing local 
businesses from securing bank loans. The fund's low interest rate was 



instrumental in making it affordable for businesses to expand and for 
new firms to start up; financing that would have produced n^ative cash 
flaw for the recip^ient at the prime rate, for example, became feasible 
when one-third of the loan carried interest of only & or 9 percent. 

In. its first year, the fund made 15 loans in sums ranging from 
several thousand dollars (toV porcelain finishing firm) to several 
hundred thousand dollars (to a new company thap plans to mine crushed 
lava rock for use in landscaping). The 15 loans totaled nearly 
$750,000, and they succeeded in leveraging almost twice" that amount 
in financing from commercial lepders. 

Examination of these three and other revolving loan programs 
points to several issues that must be considered in designing a direct^ 
loan program. They include: the size of the businesses to be served, 
and the magnitude of loans to be made; the interest rate to be charged; 
the terms to be set; and the amount of risk to be. tolerated. 

A program like Job Start , which makes small loans to very small 
businesses, can clearly meet a need that is not being met by private 
financial institutions — it can help a large number of small, 
apparently marginal businesses become less marginal and more stable. 
Because pt the nature of the businesses , ^ach small loan oreates at 
most 6ne or two jobs. MACED's program, by Contrast, lends to fewer 
businesses, but eacb loan has a gr^eater impact on the economy in terms 
of jobs created, business expansions, and indirect multiplier effects. 
One of MACED's ventures, for example, was a lumber holding yard and 
brokering company which purchases lumber from local sawmills and sells 
it on the national market. Indirectly, that operation wi 11 create up 



to 48 new jobs at 12 area sawmills by supplying the mills with a 
reliable, year-round market for their products. 

One advantage of making larger loans* to larger businesses, as 
noted, is that it enables a program to leverage^bank financing, thus 
stretching its oyn funds farther. Another factor to consider in 
deciding the optimal size of loans a fund should make is the amount 
^of staff time required for the packaging of each loan. Like banks — 
iny of which are reluctant to write small business loans, since a small 
>an takes nearly as much time to service as a large one — many public 

programs find it more cost-ef fective* to make loans in the $15,000 to 

. /..... 

$30,000 range than in ti\e $1,000 to $15,000 range. Job Start is an 

k ■ * . . .■ ' ■ . • 

^exception; it is able to write and service a large numberof small loans 
(200 currently) because it keeps paperwork to a minimum and provides 
little technical assistance to its borrowers. ' ' 

Ii^^eciding on an appropiate interest rate, a fuhd must work out 
a trade--<$ff between making assistance affordable to small businesses 
and generating a sufficient rate of return to sustain itself. Programs 

like Job Start or Burney-McCloud, which charge less' than 10 percent 

• -iff" 

interest in the face of double-digit inflation, will 'find the real value 
of their funds depreciated after a few years, even if all borrowers ^ 

repay in full.. That may be acceptable in a situation like Burney- • 

• V* ■ . ' 
McCloud, where the fund was created to give the economy a quick jolt 

». • 

in response to a particular crisis (major plant- closings) . For loan 
funds that want to be self-sustaining, however, a somewhat higher* ^ 
interest rate is essential. MACED, for example, lends its money at , 
rates approximating the inflation rate (still well below the prime 
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lending rate) and finds that plenty of local businesses can afford to 
borrow. Other revolving loan funds charge even higher Interest to 
compensate for expected losses and to offset administrative overhead. > 
!f While the shortage of long-term financing is a severe problem for 
small business development I revolving loan funds generally limit them- 
selves to short-term loans. Job Start's maximum term, for example, 
is five years, and' ^urney-McCloud ' s loans range from one to seven years 
If those programs allowed longer terms, their funds would revolve so 
slowly that they would be faced with long periods in which they could 
carry out little new pending activity. » 

The question of risk toleration is also a di f f icult one . The ^ 
purpose of a public loan program is to help businesses that could not 
otherwise obtain private financing, which often means burlinesses viewed 
by' bankers as high-risk borrowers. The public Ij^ndirtg organization' 
however, also wishes to avoid lending to businesses that^fai I , since 

failures deplete the loan fund and leav^ no benefits'^ for the^ local 

' ' \ - . ■' - ' ' . 

economy. Successful loan programs^ave learned po deal wlth'this 

■ . » , 

problem in, two ways. First, like private bai^ks, they minimize risk 

through careful assessments of the people' whV appty^ for loans,- The 

Burney-McCloud program, for instance, is d,irected by a local man who 

was -hired because of his' ability to "tell the winners from the losers.'* 

The second method for minimizing risk is for the Idan organizatioft to 

preempt business failure by providing ongoing technical assistance to 

its borrowers. MACED, for example, is beginning to monitor its 

borrowers' performance with the help of a minicomputer, and to pinpoint 

potential problems before they can threaten the success of the 

enterprise. 



Sununary ^ 
The most effective kind of small business development program is 
one like MAC^DVs, which combines business counseling with financing . 
services. In the com ing years , . howeve r j _ t h e_ _e st a b 11 s hme_at_J> f . revol v±ng 
loan funds will be a more difficult matter for local deve lopment 
organizatidns. Of the traditional sources of financing for revolving 
loan funds (EDA, CSA, the regional commissions, and HUD block grants), 
only the HUD grants remain active. Cocalorganizatlon| should stilly 
be able to argue effectively for state capital ization of revolving loan 
funds, particularly in depressed rural areas. State governments, it 
is hoped, will recogpize revolving loan funds as a good investinent , 
since they allow a one-time commitinent of funds to be cycled and 
recycled tljrough the local economy for years to come. 

Even with no allocable financing, a local organization can> offer 
effective business counseling. Many businesses thkt believe they need 
n^pney are actually In need of bet^< management or marketing, and a 
counseling program can he^lp make nonfinancial improvements of that sort. 
And if a business does need additional financing, a counseling program 
can help with its approach to the banks. 

In both business counseling and financing progra^hs, staffing is 
pf critical importance. That is not to say, however, tha^ a highly 
paid, highly sophisticated staff is necessary to ad^ninister the 
programs, especially if more technical backup is available when needed. 
In the Business Support Center and the Burney-MqCloud , MACED, and Job 
Start loan programs, the most important characteristics of staff, wer6 
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dedication, understanding of the local area, ability to learn on the 

> • ■ * - . 

job, and readiness to seek help^when necessary. 

• Finally, if either of these two types of assistance programs ts 
Xo be successful ,_lt_ ls^^mpjc^JCtanj£^^^^ the local _ecpjnoMc_developme^^^ 
organizat ion have a visible presence in the area^ and that it build 
credibility with local business owners and bankers. 

The *^uccess of business counseling and revolving loan programs 
indicates that, in many smaller cities and rural areas, a supportive 
climate can draw out viable business proposals and help business fii:ms 
start up or expand. In other localities, though, that result may not 
follow, or the effort may not be adequate to meliorate a pervasive, 
atmosphere of decline and pessimism. In those cases, it makes sense 
for local organizations to go beyond counseling, technical assistance, 
and financing and to take more active roles as initiators of new enter- 
prises. 

Strategy III: New Enterprise Development 

Rationale 

The less economic activity there is in an area, the smaller the 
foundation to build on through industrial expansion iand small business 
development, but the greater the role for a proactive organization 
interested in initiating new enterprises. That approach is one in which 
a local organization researches local opportunities for new businesses 
and actively seeks people to start such businesses, or even starts the 
ventures itself. The approach requires a stronger local organization 
than does a technical assistance or loan program, but it can also have 
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a more far-reaching impact on the Ibcal economy* At its best, this 

c . . . 

striategy can lead to the creation of a network of local businesse,s that 

build on local resources and provide mutual support. 

■ • •■. 'it 

Wi.ile/^ local developmen t organizations -ll a ve initiated a wide r^nge 

of hew enterprises,' two specific types are emphasized here — natural 
resource-based enterprises, and enterprises that manufacture new 
products. The former is treated because of its particular relevance 
to rural areas, and the latter because it is an innovative and promising 
approach which local ^^^^lopment organizations are only beginning to 
explore. 

In creating new enterprises, a local development organization goes 
through the same process that an individual entrepreneur might follow, 
but perhaps in a manner that is more systematic and more oriented toward 
broader economic development goals. The process begins with a research 
and development phase, during which the organization identifies goods 
or services that could be produced locally and assesses their market 
potential. In some cases, the organizat ion actually helps establish 
a market for a product or service. The organization then initiates 
the enterprise either by selecting and helping a private entrepreneur 
as operator or by starting it as a subsidiary and later spinning it 
off as a private enterprise. 

Clements of a New Enterprise Development Strategy 
^ Research and Development /Venture Identification : In seeking 
opportunities to start local business, it makes sense to begin by 
conducting an inventory of the local economy. "The first thing to look 



for is underutilized resources — natural resources, human resources, 
or physical facilities that could provide the bases for new businesses. 
Another matter for examination is that of inputs to local businesses, 

especially manufacturers; they m^y bre purcha sing i tems ma nufa ctured 

elsewhere that could as easily be produced locally. If the inventory 
of the local" economy seems to disclose only minimal opportunities, then 
it Is appropriate to look into new product ideas, as discussed below. 

Natural resource-based development is of particular interest 
because so man^ rural areas have renewable resources that have never 
been tapped to their full potential. Natural resource-based development 
not only creates pew jobs by spawning new ventures; it also enables 
people who are already making a marginal living through farming, 
fishing, logging, and similar occupations to raise their incomes and 
gain a more stable livelihoodp Development based on natural resources 
' may> utilize waste products, turning them into marketable goods. It 
may build on skills already present in the local population, and it 
often demands for itself a labor-intensive setting. Finally, the 
creation of one natural resource-based business often stimula^tes other 
businesses, thus creating linkages and a multiplier effect which can 
be felt throughout the local economy. 

Three types of natural resource-based opportunities suggest them- 
selves. The first type centers on resources that have simply been 
ignored because their value was not recognized or because no one had 
worked out means of processing and marketing them. The second J;ype 
of opportunity involves resources which are extracted and shipped out 
of the area in raw form, but which could be processed locally. And 
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third, there are opportunities that utilize either waste produc^ts or 
components of the resource b^se that have been discounted by big 
business as unprofitable or susceptible only to small-scale development 

An example of the .first type of Opportunity Is MACED' s Forest 
Products Development project, MACED readily Identified eastern 
Kentucky's forests as a major underutilized resource that could provide 
the basis for new local businesses, and it assigned a staff person to 
become an expert in wood products manufacturing and marketing* That 
staffer investigated specific business opportunities; conducted 
feasibility studies; scouted out local entrepreneurs; and helped them 
obtain financing — often leveraged by a iohn from MACED' s revolving 
fund — to start new business ventures. In its first year, the Forest 
Products project resulted ^n three new vientures, which employ a total 
of more than AO workers, and MACED is continuing its research to 
identify further new opportAinities for f orestt- related businesses. 

The second type of natural resource project involves local 
processing of natural resources which were formerly extracted and 
shipped out of the area with little value added. Local processing, 
in effect, substitutes local jobs for jobs in some other location, and 
it enables the local economy to retain a greater share of the product's 
ultimate market value. 

Much of the work of the Maine bevfelopment Foundation, a statewide 
nonprofit development organization with close ties to government and 
business, has involved seeking such opportunities, though on a stated- 
wide, rather than purely local, leveK Specifically, the Foundation 
has researched the potential for developing the secondary wood and pape 
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products Industries in Maine, which produces much raw wood and paper 

but does little in-»state processing of those materials. The 

fl» ■ . . . _ .. . . -- . .- - -. -1 . .. . . • 

Foundation's approach was somewhat different from that of the typical 

^ local development* organi2atioa._-RatJier„ihan using^ its research as a_ . 

basis for starting indigenous enterprises, presented ^Cs^;fj(jultngs ;^ 

concerning the profitability of producing certain wood products In M^aine 

(greeting cards, stationery, specialized wood components, and many 

others) to the large lumber and pa.per companies in the state and asked 

their help in marketing those product ion' opportunit iels to the companies 

they currently sell to. T9 datei the effort has resulted in one 

printing company's opening a plant in Maine, and other new ventures 

are being considered. t ^ 

The third type of natural resource-based opportunity often relics 

partially on state or 'federal subsidies to reclaim resources left behind 
♦ 

by large private businesses, such as timber companies. ^ A notable t 
-example is the Mendocino, Fisheries Improvement Program in northern 
California, which clears and reclaims streams that had been ruined as 
salmon and steelhead habitat by woodwastes deposited In the timber 
harvesting process. After an experimental period, the project has 
demonstrated the cost-effectiveness of its activities, which have helped 
to revitalize both sport and commercial fis.hing in the area. As a 

♦ 

result, the project has been granted continuing state, funds for further 
stream clearance and for assisting timber companies with land management 
planning. ; * 

The research and development phase Is also a crucial step in the 
process of new product developmen t. Private industry , with all its 
resources, is often criticized for doing an inadequate job of research 



and prototype development as it relates to the commercialization bf 
Innovations. Despite that> proponents df n^w product development 
believe that that concept can offer one of the best avenues along which 
a rural area (or any depressed area) can move toward effective economic 



development. In southeastern Oklahoma, ITRAD — the Industrial 
Technology Research and Development Foundation — was established to 
serve. as the heart of a regional development network designed to start 
new businesses based on new products and the e emm o rclal ization of — — - 



technology. Other elements of the network are the local vocational 
'.schools, a new commuiiiity development corporation, an economic develop- 
ment district, and two state universities. Together, they perform the 
essential functions of venture identification, prototype development, 
and training, and they hope to add financing to that 1 1st . 

Venture identification consists of assessing the marketability 
of new products brought in by inventors, sifting through available data 
bases for technological innovations* that might be commerc ial Izcd , and 
researching opportunities for the development and manufacture of new 
products under subcontract with large corporations. Prototype develop- 
ment Includes the redesign of inventions to improve their marketability 
and the actual manufacturing of prototypes to fine-tune the production 
process and to produce samples for test-marketing. 

In order to undertake this approach, a local organization must 
clcfarly have a strong commitment to a new product development strategy, 
since that strategy often requires more technical sophi st icat ion and 
more resources than, say, most variants of the natural resource-based 
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Stfrategy. In Oklahomai for Instancei the three participating vocational 
schools received a total of $670|000 in federal monies to develop 
'4ncubator" facilities in which they hope to manufacture prototypes 
for ^ new products each yeaT. And ITRAD itself has an annual operating 
budget of $450»000« (The Foundation hopes, however, to become self- 
supporting through royalty fees on inventions.) 

Marketing ; For many new businesses founded on natural resources 
and new products, marketing is the logical follow-on to the research 
and development phase • In the t)klahoma program, for example, once 
prototypes of a new product have been developed, ITRAD sets out to 
market the product and then helps start a business to undertake full- 
scale production. 

In some natural resource-based projects, the local organization 
actually creates a new market or demand for the new local businesses. 
Th^ Mendocino Fisheries Improvement Program was notably successful in 
that regard. After the project demonstrated the feasibility and 
benefits o£ rdclaimlng salmon streams, the state granted the project 
additional financing from its Renewable Resources InvqstmenT Fund. 
And in FY *8l, two bills were introduced in the California Legislature 
which, if enacted, would set up additional renewable resources funds 
that could provide more than $3 million in additional funding for stream 
restoration. 

Another northern California development organization that has 
succeeded in creating a new market for new local businesses is the 
Forest Improvement Center in Humboldt County. The Center researched 
the feasibility of reforestation as a local private enterprise and found 
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a lack of capable contractors and trained workerSi on the one hand, 
and small demand for reforestation services, on the other. It jthen 
embarked on a two~pronged effort to train the necessary worHers and 
ta increase the demand, for their services by educating landowners about 
government, incentives for reforestation. 

A broader approach to marketing is currently being explored by 
MACED. The organization is considering setting up a company to market 
goods made in eastern Kentucky, The company would attempt to locate 
or create regional or national ^ markets for certain products and then 
contract with Kentucky companies to supply those products. The approach 
is similar to the cooperative marketing strategy long practiced by 
farmers. By enabling small local producers to pool their products and 
their marketing efforts, It gives, them access to Urger markcos; in i 
some cases, the approach can even create opportunities for new producers 
to enter the market. - 

% ... f 

Start-up : After a product or service has been identified, 

developed^ and test-marketed, the local development organization either 

finds an Individual to operate the business or founds the enterprise 

itself. ' MACED and the Forest Improvement Center have taken the former 

o 

. . ■ ' ■> * 

approach, addinjg business counseling Services to help the prospective 
new business operators, MACED has als^o used Its revolving loan fund 
to lovefage bank loans for the forest product buslnc^c^s that it hafr 
developed. 

The Mendocino Fisheries Improvement Program started in the stream 
restoration business Independently and will apparently continue to 
operate th6 business as a source of income for its parent nonprofit 



organization* The programr has , however , deve lapped and spun off other 
small businesises«« After the str^m clearance project had been operating 

* ' ' ■ . . ■ ■ 

for a year, the parent organization asked a logical f6ll6W~up question: 
How could the redwood debris it was removing from streams be turned 
intouseful items? It then sought and received CETA Title VII funds 
to assess the market for redwood^products and to train operators of 

small businesses which would salvage the redwood and manufacture a . 

* ■ * ■■ ■ . I 

variety of products from . it. As one result i>f that ef£ort», five of 
the. prograrn' s former trainees and one supervisor have formed a new, for- 

profit firm specializing in redwood salvage and manufacture. 

' • ' ■ ^' , " " ^ ■ 

In, the Oklahoma program, an additional step in start-up i^ the 

training of prospective production workers for the new enterprises. 

The training is provided through the pai:ticipat itig vocational, schools 

as part of the larger task of developing {Prototypes and perf^ting the . 

^production process. • \ 

<» ' . ■ 

Summary ^ 

In many ways, new enterprise development is the most ambi*t ious 

strategy discussed in^this study. It incorporates elements of the small 

business development strategy, and, in fact, is most effective when 

I? ■ . • ■ ■ ■■ , , '. 

attempted in conjunction with a small bus iness development program. 

The primary exai^ple of that integrated approach is MACED, which has 

been able to seek out new business opportunities and then use its 

technical assistance and financing mechanisms to help start new ' 

businesses to seize those, opportunities . - . ' ' ; 
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Local Development Organizations - 

One thread woven throughout the preceding discussion of strategies 
is the central role of local dev^opment organizations . Those organiza- 
tions,,^s noted) can be diverse in form. From the standpoint of 
structure, successful local development organizations range from the 
iridepend&nt nonprofit ' education and research institution that initiated 
the Mendocino Fisheries Improvement Program, through rather standard 
communTty deve Idpment /corporations with active membership bodies, to. 
an ^organization such as the Northeastern Vermont Development 
Association," a quasi-public body whose board i,s Appointed by the 
selectmen of each town in the regibn. Similarly, the organizations 
vary greatly in s^^ze of service areas — from the Economic Development 
Corporation of Shasta County, which kerves a district equiva lent in 

size to Rhode Island, Connecticut , Massachusetts, and half of Vermont 

■ ■ . ' »• ' 

coi^bined, to the tiny llilltown CDC, whose concern is the 9,000 people ' 

n ' ■ . ■ • ' \ ^ . ■ > . / - ■ ' ' ' 

Hying in nine .small towns' in western Massachusetts. The scope of 

V • ■ ■ ■ ■ ^-^ ' . ' 

activities among LDOs also differs considerably'. Some — the Redwood 

CDC, in northern California, for example ■ — develop discrete projects 

f' w . • " ■ ■ ■ . 

like the Business Support Center and then spin them off as independent 
entities. Others, like MACED(, perform a wide and cor^t^uing variety ' 
of functions on an in-housc basis: -reiSearch and deve lopment , business 
assiistancc, financing, and. community development. , 

] Despite their outward diversity, however, successful local develop- 
ment organizations ahare certain characteristics, the most important 
of which is flexibility. .The organization, that is, must be able to / 
take risks, to learn froip its. mistakes and change over time, to respond 
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to changing problems and opportunities. Second, and also absolutely 
critical, is strong, creative leadership. The other characteristics 
shared by successful development'^organizat; ions — solid stat^ and local 
support, adequate funding, and competent, dedicated staff — - are* closely 
interrelated:, it is impossible to hire effective staff iij the absence 
of funding, and funding, in turn^ can result only from support. 

Each of these five attributes of a successful local development 
orgaifizat ion is elaborated b^'e low. For further e laborat ion on organiza- 
tionalQharacteristics, ^readers are referred t& the case studies in 
Part II. . ' ' 

Flexibility. . > 

/ . ■ ■ ^ ^ - ' . , 

Flexibility connotes the willingness to experiment, the capacity 
to learn from mistakes, and the ability to respond to changing circum- 
stances and seize new opportunities. An orgatiizat ion that' exemf^lifics 
that trait clearly Is the Mendocino Fisheries Improvement Program, which 
has evolved oyer? a short career frotrt a one-shot, CETA-funded forestry 
demonstration into a virtually permanent stream clearance and wood^ 
salvage operation financed jointly by large timber companies and the 
State of. California. The .program' s leadership has continually 
reassessed project activities and explored new ideas' in seeking the 
right mix of marketable activities that would provide a stable base 
of program support. After, an unsucc.essf ul venture with marketing wood- 
waste products, the program has moved gradually and serially into, 
efforts Involving stream reclamation, ^redwood salvage, advising timber 
companies on land-use policy; salmon "population counts , and other 
act ivities • 
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It Is also possible for a development organization to carry flexi- 

bility too far. Some organizations tackle a wide range of rather 

■ ' «• ■ . ■ ■ 

disparate activities including not Just • economic development 9 but 

. ■ • • . . 1- 

housings community development, and even social service provision for 

,,the sole reason that those are the activities for which they <:an get 

funding. Since the organizations often have limited staff, such a range 

of activities can spread the organ! zation too thin and steer, It away 

from, its primary focus on economic development. 

Leadership • , 
It is possible to establish a local organ-ization withput strong 
local leadership , but leadership must emerge quickly if the organization 
is to become viable. Leaders of local deve lopment organi zations are 
entrepreneurs — they believe tha^ their actions can make a difference, 
and^ they have what might almost be called a vision of ,how the local 
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economy can be developed. In the initiation of a business project or 
enterprise, the individual's desire for profit plays, of course, a 
large role. But a different sort of motivation is needed for the 
initiation of a development organization: leadership must be committed 
to building up the economy of the region, to creating jobs, and to 
improving the local quality of life. Moreover, leadership's commitment 
must be sustained over a long period of time, and it must incorporate 
the realization that rewards will be slow in coming. 

A classic example of strong leadership resulting in a strong organ- 
ization can be found in the Economic Deve lopment Corporat ion of Shasta 
County. That EDC's current director, a former "mayor* of Redding, joined 
the organization 15 years ago. He had from the first a clear notion ^ 
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of how to achieve development In the local economy, lie believed that 
the process had to start with a period of intensive connnun^ity education^ 
that new investment . could be attracted only by a well-prepared 
community, and that fostering expansion of locally based companies . wais 
the best strategy for the area. He also believed it was important that 
the organization cultivate a good relationship with bankers and business 
leaders and that it stay aloof from politics. Pursuing -his philosophy 
steadfastly and patiently over several years, he has enabled bhe EDC 
to develop an extremely successful industrial park, become an aggressive 
packager of SBA and EDA loans, and act , as a respected t1iterrfie,diary 
between, industrial and environmental interests. He has also guided 
the o'rgahlzat ion into new areas of endeavor, such as helping county 
governments with planning and proposal writing and formulating an 
economic recover^ strategy for towns nearly devasfia^ted by industrial 
pl^nt closings. 
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^ State and Local Support^ 
.Since a local development organization ^functions^ best as catalyst 
and facilitator, rather than as independent actor , it needs a broad 
base of local support to be successfu organization rel ies 

in part on state government for funding,, it a\so needs the ' approhat ion 

" ,•*■'■'.* 

o£ the leaders of that government. The best way to build and sustain 
support, of course, is through a solid record of accomplishment. 

One of the first audiences wi<:h whom a development brganization 
must WFn credibility is the locfal business community, and particularly 
t-he bankers and investors • If the organization is to gain support in 
that quarter, it must' make clear that it intends to hcTp local 
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businesses and banks, not compete with them. It must convince the local 
financial/business establishment:, for ^example , that the operation of a 
revolving loan fund will not take business away from local banks, but 
will instead open up new deals for bank participation an^ develop new 
businesses that will eventually become regular customers of the banks 
arid of other local enterprisers. When the development organization has 
achieved that sort of legitimacy in the e^es df the local business^ 
community and can back it with a showing of actual accomplishment, 
political support should follow. 

Closely related to the issue of local support is the question of 
the amount of territory a development organization should attempt to 
serve. /From the standpoint of maintaining a strong local presence and 
achieving a visible impact, a smaller geographic area is better. 
(MACED*s assumption of that conclusion has led It to ignore — 
temporarily — most of its 85-county target area to concentrate its 
^efforts on a much smaller area near its headquarters in Berea, 
Kentucky.) From the standpoint of funding, however, serving a larger 
territory is probably more sensible. Development organizations 
operating^ in nonurban contexts may have to target sizable geographic 
areas in order to impinge on populations large enough to help them 
secure political acceptance and a solid funding base. 

Funding 

Fund raising is a constant struggle for local development organi- 
zations. Most of the organizations have found state and federal grants 
to be essential, both for covering administrative and staff costs and 
for 4;inancing the p^rojects they undertake. Federally funded CETA and 

' to 
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HUD programs have provided th^ start-up money for many local development 
t;rganizations and enabled them to operate their first projects'and plan 

^cceeding ones* With cutbacks in and elimination of several of the 

. . . ^ ■ ^ 

primary federal funding sources — EDA, CSA, CETA — local development 

organizations will have to 'turn el-sewhere for support.* 

Some organizations have been successful in obtaining funds from 

foundations, churches, local government, and other local sources. Other 

organizations subsist partly with the aid of small annual ^membership 

dues and contributions from corporation!;^* Regardless of the overall 

funding picture, local fund raising is a good strategy, since it allov;s 

the organization to build its loca'l support while it is raising money. 
- . \, ■ • 

The support-gathering process *may take a long time, however. The 

Economic Development Corporation of Shasta County, for example, spent 

three years educating local business and community leaders about the 

potential for a local development corporation; at the end of that ' 

period, it raised $250,000 from local businesspeople and bankers as ^ 

seed money for ^an industrial park. 

Sdhic organizations have been able to tap unique sources of funding 

at'the state level. In California, ^he flendocino Fisheries Improvement 

Program convinced the state to utilize part of its Renewable Resources 

Investipent Fund to support stream reclamation projects after the program 

had demonstrated the feasibility and value of reviving salmon habitat . 

The Fund, which is. financed by taxes on oil and gcothermal energy 

developed on state lands, now supports the ongoing work of the Fisheries 

Improvement Program in- a number of ecology-oriented projects. . 



Another innovative source of funding *is utilized by the Maine 
Development Foundation, a statewide private nonprofit development 
organizatibn with close ties to both istate government and private 
industry* The Foundation solicits annual contributions from 
corporations , towns , and other public and private ent.ities, which on 
contributing become voting members of the Foundation. Money from the 
solicitation is matched equally by a state appropriation. 

Staff 

Although local development organizations are often formed by groups 
of people working as volunteers^ the organizations need paid staff to 
sustain themselves. As discussed earlier in this chapter^ many 
successful development organizations believe that it is most important 
to hire staff who know the local area and who can communicatewith local 
people. Technical skills such as business counseling or loan packaging 
can be learned on the job (especially if there are peoplfe in the area 
who will advise staff), while the more basic interpersonal skills 
cannot. ' 

Summary; Roles of Local Development Organizatfons 

The ideal local development organization serves as an initiator, 
catalyst, and facilitator of development projects and as a source of 
technical and financial assistance to smal 1 businesses. In *so serving, 
the organization may take on a number of guises: business counselor , 
t^esearcher and venture initiator, facilitator/intermediary, loan 
packager/financier, and industrial developer. The particular array 
of roles that an organization undertakes should depend on local 
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circumstances the services lacking in the area^ the capacity of the 
local economy to utilize new seryices/ and the ability and resources 
of the organization itself. Few organlzat ions » of course, spring up 
full-blown, performing the complete array of development funotions. 
Rather, they evolve over a period of years, adding some functions and 
dropping others on the basis of what works most effectively. 

Business Counselor 
Business counseling and the provision of technical assistance are 
among the simplest and least costly functions that a local development 
organization ^an perform. The task can be done by a single staff person 
drawing on consultants or volunteers for additional support. By helping 
small businesses identify and solve their problems, devise realistic 
plans, and secure bank financing, these services help existing 
businesses become more prof itable and more stable, and they also contri- 
bute to business expansions and start-ups. 

Researcher/Venture Initiator 
The research function is particularly useful in areas where there 
is little economic activity or where a climate of economic pessimism 
prevails. The function is, however, appropriate in other areas as well. 
A local development organizat iom can be the catalyst which spaA^ the 
creation of new enterprise by identifying opportunities appropriate 
for the area, conducting feasibility studies, helping individuals start 
the enterprise, and, in some cases, beginning the enterprise itself.. 
Since the research/ in i t iat ion function is patently more complex anjj 
ambitious than, say, the business counseling function, it makes sense 
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for an organization to move into the research/initiation role gradually. 
A logical sequence is for the organization to start with a business 
assistance program, and then move into the more proactive role of new 
enterprise developer only after it has gained credibility and experience 
in the* conununity and developed Strong in~house skills. 

Facilitator/Intermediary 
A Ideal development organization can be a useful racllltator and 
intermediary between banks and businesses, or between developers and 

V 

government agencies or environmental^ groups. In the former case, once 
the organization gains credibility with local bankers, it can help small 
businesses get a hearing. If the organization^has money it can use 
for leverage, of course, it can be even more effective in that regard. 

A local development organization is in an excellent position to ' 
act as intermediary between deve lopers and government agencies or 
environmental groups because it has sympathy with both ^Idcs — it wants 
to promote economic growth, but not at the expense of the local 
environment or quality of life. Examples of thiS type of activity can 
be found in two California projects: The Mendocino Fisheries 
Improvement Program and the Shasta County EDC. 

. A third type of facilitation worth jnentioning is that dlsc^ussed 
in the sec^tipn on small business counseling — acting as an intermediary 
(or translator, in some cases) between small business 'owners and 
specialized consultants. 

Loan Packager/Financier 
A local development, orf,.'in1 zat ion with financing capabtlitics can 
spark business development by leveraging bank loans, reducing Interest 
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rates, providing long-term financing, and provi4ing opportunities for 
businesses that are perceived as high-risk ventures. While federal 
money for revolving loan funds has become scarce, states maiy be willing 
to establish revolving funds and appoint local development organizations 
to act as administrators. 

A continuing- resource is SBA'^ new section 503 Certified 
Development Corporation program which gives ^local organizations access' 
to long-term capital for up to 407. of the. cost of land, buildings, and 
equipment. A local development organization that is engaged in other 
activities which support its staff is particularly well suited to become 
a Certified Development Corporation, since the SBA requires those 
corporations to employ at least one full-time staff persori. 

Industrial Developer 

■ • < g 

With the demise of EDA assistance and reductions in FmHA's business 
and Industry pragram, fewer organizations In smaller cities and rural 
areas Will be able to act as industrial developers. ^Industrial develop- 
ment Is ^I'xpenslve, and without access to public money, the best a local 
organization can do is to act as an intermediary between expanding 
industries and property pwners or local government. Even if money were 
available, the role of industrial developer would be recommended only 
in selected circumstanced: in areas with a solid manufacturing base 
where there are locally owned industries that could expand if assistance 
were made available. 
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111. STATE SUPPORT FOR LOCAI^ ECONOMIC DEVELOPMENT 
While the federal government has been the principal source of 
support for most local development organizations, some states have 
played a major role in assist ing rural economic development. In the 
coming years, with declining federal assistance and more state control 
over resources, states will have the opportunity to play an even greater 
role in supporting local economic development. Some states may choose 
to follow their established patterns, emphasizing industrial recriiitment; 
and infrastructure development, but others will seek new methods of 
supporting economic development, particularly in smaller cities and 
rural areas where the traditional approaches have not beert effective. 

- States that wish to further the locally based economic* development 
strategics discussed in Chapter II can do so through four sets of 
actions: development of supportive state policy, provision of capacity- 
building and technical assistance for local development organizations, 
provision o£ financing for local development projects, and promotion 
of coordination (between state agencies, between state and local 
governments, and between the public and private sectors). 

State l^olicy and Rural Development Strategies 

States face an Inherent difficulty In developing broad, formal 
economic development policies; for while decision-makers must set goals 
based on short-term political considerations, economic development is 
by nature a long-term process that impinges on a wide range of political 
interests.^ Moreover, states that have tried to develop such policies 
have often been unsuccessful in linking their policy to an implementation 
Strategy. 
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One example of what can occur when a state government tries to 

develop a broad development policy may be seen in the career of the 

North Carolina Balanced Growth Policy, with its accompanying SCRADS 

(Small Communities and Rural Areas Development Strategy) report. The 

aim of the Policy was a valid one: to foster , a more even and orderly' 

pattern of economic growth across North Carolina by targeting state 

(and, it was hoped, federal) assistance to "growth centers." These 

centers werfe to be communities scattered throughout the nonmetropol itan 

areas of the state that had the desire and the capability (i.e., the 

basic industrial infrastructure) for economic growth. 

The validity of the Policy was severely compromised, however, wheh 
Its framers designated more than one hundred areas as growth centers 
in the attempt to satisfy constituencies all over the state. A policy ^ 
designed to guide the allocation of state and federal assistance simply 
loses much of its meaning when so many targets are involved. 

While the Balanced Growth Policy itself was intended to help the 
state make decisions about allocation of resources, the accompanying 
SCRADS report was developed to set out specific strategies for the state 
in guiding the development of agriculture, housing, business and 
industry, and community facilities. The report included some excellent 
and innovative approaches to economic development, but it suffered from 
a flaw which often impedes the implementation of development policies: 
It presented an enormous list of possible activities, but it failed 
to establish priorities among those activities. Additionally, the 
SCRADS report remained largely a staff undertaking; it was never 
effectively endorsed by high-level state officials, whqse Interest in 
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it waned as the overall Balanced Growth Policy lost its political 
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momentum. ' ^ 1 

The State of Vermont had similar problems in developing a compre- 
hensive economic development policy. The Vermont policy, like the 
SCRADS report, included a lengthy list of recommended state activities, 
but with no explicit arrangement of priorities. And like North' 
Carolina's Balanced Growth Policy, the Vermont effort tried to please 
all political forces.' It included goals and activities that conflict ^ 
potentially in terms of chcir approach to economic development (e.g., 
preserving agricultural land vs. promoting industrial development) or 
in^terms of competing for limited state resources. 

The experiences of both states illuscraie the difficulty of 
developing a meanlngfull state developtxient policy In the face of 
political pressures. ^^ollcy is valuable only If It can be used to guide 
action, and, In most casc$, fitate economic development policies have 
not been linked, to clear , manageable strategies. In Vermont (and to 
some extent In North Carolina), the policy development process Itself 
was valuable, since It forced state agencies to think about what ,tHcy 
were doing in support of economic development. But the end product — 
the policy itself — has thus far been less useful. 

Despite the Ineffectiveness of the^expllclt policies In directing 
•North Carol Ina • s and Vermont's economic development activities, both 
states have an implicit, wel Uest*ibl Ished approach to economic develop- 
ment ihfit has dominated i^heir actions since long before the explicit 
policies were developed. In both states, thwt approach centers on - 
Industrial development. North Carolina^ lndu?»trlal dcvrlopmrnt efforts 



concentrate on recruitment of branch plants (and recently on recruitment 
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of ent ireAindustrial sectors, such as microelectronics), while Vermont's 
approach emphasizes state financing for expansion of local manufacturing 
companies. # ^ _ 

\ Although the states in this study do -not present convincing 
evidence of the effectiveness of broad^^st^te economic development 
policy, their experiences do illustrate the value of a state's having 
^a conscious, focused approach to economic development for smaller cities 
.and rural areas. Since, economic development is a long-term process, 
pften requiring years of effort before it shows success, and since 
smaller cities and rural areas rely heavi ly on state assistance , it 
is beneficial , for /those areas to know that the state has a comftiitmcnt 
to supporting certain types of economic development activities over 
a period^c|f ,years. That knowledge enables localities to plan long-term 
economic development strategies with fair assurance that they can count 
on state support. ' 

In settling on its basic approach to local economic deve lopme^t , 
the state (or key state agencies) must consider :three issues: the types 

of economic development activities it will support, the types, of. 
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entities that \:an best carry out those activities, and the basis for 
allocating assislance for those activities throughout the state. The 
dominant approach In most states — industrial development — can be 
characterized as follows: The primary economic development activities 

supported by the state are plant expansion and plant recruitment; the 
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major actors are private corporat ions , ass isted by local* and state 
industrial deve lopment agencies ; and the distribution of state 
ass istance reflect s corporate decisions on plant siting. 



California, however, of fers '^a different model , and one more in 
line with the perspective of this study. 

There, two state agencies (the Economic Development Department ' 
and the Office of Local Economic Development ) have in recent years 
pursued an approach to economic development that is based on building 
up the capability of local development organization% and. nurturing small 
business. The Economic Development Dejiartment (EDD), in' particular, '/ 
has a well-thought-out rural economic development strategy based on 
the •recognition that economic development is a protracted process 
requiring local commitment and support. Over the years, EDD has ^ 
supported fledgling organizations and tolerated the short-term mistakes 
of those organizations as part of the learning process; many of t'he 
economic development projects discussed in the California case study 
owe their existence to start-up funding from EDO. Similarly, the Office 
of Local Development has helped build up local development organizations 
by contracting with some of those groups for t)ie provision of technical 
assistance to other groups. 

Both California agencies have been fortunate in having access to 
discretionary funds (primarily from CETA, EDA, and other federal 
sources), in attracting and retaining creative staffs, and in working 
under an innovative state administration. Although their effectiveness 
may diminish with the lessening availability of federal funds, they 
offer other statics a model for an alternative approach to economic . 
deveJrpment. The activities the California agencies have chosen to 
support are locally based development, small business development ,* and 
natural resource-based development ; the entities they support to carry 



out these activities are locM community-basied organizations. And 
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becdus^ the state agencdes .'have adopted a long-ternr perspective, they 
have been able to target their assistance to some of the mdst economi- 

cally distressed areas.of.the state, -where they know success^will come 
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slowly. ; * - t " . ^ - 

Yet another approach, to economic development is -that taken by the 
Maine. Devclopmelif Found^tibrt (MDFX, a -private nonprofit organization 

with close ties to Maine,* s state government . MDF jtakes a centralized 
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and direct approach, to "economic- development , ^target ing industries and 
wp'rking to bui Id them up In the state. While that approach may appear 
to be simply a variation on the is.ndustrial recruitment^thcme, it also 
see'ks to build on existing natural resources and^ established industrial 
sectors in the state. Xhe approacji involves a sounder strategy than, 
do maay state economic development efforts in that it attempts to 
examine systemat ically strengths a'^nd opportunities a 1 ready available 
in the state. It is similar to the typical state approach, however, 

in that the kejr actors are'private investors, whose decisions determine 

' ■ . ■ * ■ ■ <^ ■ 

Xhe geographic di si52j^rsion of economic activity. 
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In sum, then, each state has a dominant approach to economic 
,deve lopment , explicit or implicit, which in 'practice tends to be more 
influential than comprehensive^ formal economic deve lopment policies. 
What is needed to support the kinds of local economic development 
activities discussed in this report is state commitment to a particular 
approach. In that approach, the key activities are ii^ust^al 
expansion, small business development, and now enterprise development ; 
the key actors ar^ local development organizations; and the state's 
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assistance is targeted to economically distressed areas and to areas 
ready and willing to take local initiative. That approach will normally 
lead the state to involve itself in'the activities discussed below ~ 
capacity-building and technical assistance, financing for local economic 
development, arid coordination. , 
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Capacity-Building and Technipal Assis.tancc . . ; 

In FY »81, the State of Kentucky? was given considerable autonomy ^ 
in administe-ring HUD's small cities grant program as a test of the state 
black grant concept. Kentucky was interested in using the HUD fynds 
for Uocal economic development projects as well as for more traditional 
housing and community development activities. Not a s ingle . economic 
development project was funded, however, because no town submitted an 
application strong enough to merit such a grant. Kentucky hopes to 
stimulate more and better economic ' deve lopmerit proposals next year by 
having experts review economic development proposals and recomirjend way^s 
of making the proposed projects stronger. ^ 

In 1977 , thie State of Massachusetts created the Community 
Development Finance Corporation (CDFC) , a new inst itut ion to hVslp 
finance commuhity-based economic development CDFC was capitalized 
at $10 million to provide equity financing for business 4eals initiated 
by or linked to CDCs in economical lydepressocj areas . During thq first 
three years, only a few CDCs submitted business proposals, and only 
one of those was a rural CDC. Then, the state's Community Econom^ic ' 
Development Assistance Corporation (CEDAC) became operational and began 
helping local organizations with business doyelopmcnt activities. 
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' Gradually, CDCs in Massachusetts are Increasing their ability to 
Identify business opportunities and utilize (SbFC resources* * , 

A similar tale was told in North Carolina when' that state's 
government sought local economic development projects for inclusion 
In its application for a discretionary HDD small cities grant In 1981. 

^ ^ .. ' ^ ' ■ 

Few proposals were submitted, and the state hdd to take an active role 
in helpi'^ng local organizations develop ideas and refine project plans-. 

These examples point to the need for capacity-building and 
technical assistance for economic development "organizations , in smaller 
cities and rural areas. Capacity-building includes activities that 
help enhance the skills and broaden the knowledge base of a local 
9rganization : development, of leadership, help in planning strategies, 
dissemination of project ideas pui^ued, by other organizations, teaching 
general skills to the organization's board' and staff members. Technfcal 
assistance, a6 the term is used hfer^e, is more project-specif ic and more > 
technica 1 ly detailed t It InyotvefSi^ pro^jeijsaio^^ 

to help an organization with a specific problem — for example, Che 
performance of a feasibility study for a proposed business venture, 
or the determination of the legal and tax imptications/'of 'the creation 
of ^a for-profit subsidiary By. a nonprofit organization. 

There are four basic elements In a complete capacity-building and 
technical assistance pr^ram: information dissemination, leadership 
and organizational development, technical assistance, and funding for 
local organization^. Massachusetts offers a complcTtc package of state 
assistance for community-based development organizations, encompassing, 
all four elements. The key agencies are the .Community Economic 
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Development Asisistance Corporation (CEDAC), which is funded from CETA, 
EDA, state appropriations, and other sources; and the Coipmunity 
Enterprise Economic Development program (CEED), which is funded by EDA ' 
and state appropriations. The tuo agencies work closely together, with 
CEDAC providing capacity-building and technical assistance services 
and CEED funding staff positions. in local development organizations. 

CEDAC is onTy a few years old, but it has already developed a range 
of services to meet the varied needs of local development organizations. 
First, it offers workshops to disseminate information on specific topics 
of interest to local development organizations (revolving loan funds, 
housing development, financial analysis, and others). Informatioir 
dissemination isthe simplest capacity-building function that a state 
can perform'," yet it is extremely useful in helping organizations 
generate and assess ideas f or '^economic development projects and share 
experiences with similar organizations. ' 

Second, CEDAC staff work iritehsively with a few newer organizations 
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to help them plan and implement economic^ development strategies ^ 
appropriate to their areas. CEDAC staff help develop leadership; they 
assist the organizat'ions in setting priorities and selecting feasible 
strategics, and, in general^, they speed up an organizational devplopmcnt 
process that might otherwise take years. 

CEDAC's third function is to provide tcchni ca 1 a^s i stance by 
contracting with consultants to perform specific technical tasks^ such 
as venture feasibility studies, for local organizat;ions . That sdrt 
af assist .'incc in especially valuable to orp,ani 7,at ions In smaller cities 
and rural areas, since th6y tend to be more isolated from information 
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sources and rarely have access to volunteers with, technical knowledge 
in business, law, accounting, and other fields. 

The final element of the total capacity-building and technical 
assistance package is local staff ing. In Massachusetts, that element^ 
is provided b^ the CEED program, which makes grants to fledgling CDCs 
to hire one staff person apiece. In many cases, the CEED-assisted 
staffer is the CDCs only staff person. CEED funding for staff 



positions has been critical in enabling young, developing organizations 
to take advantage of CEDAC^s broader range' of assistance . 

California is a second state that has proviVled extensive support 
for local economic development in its smaller cities and rural areas. 
Both the CETA-fundedv Economic Development Depa-rtment and the Office 
of Local -Economic Development (with access to EDA, HUD, and otiier 
monies) have provided funding tor staff ^support in local organizations 
as well as funding for pro jects ( revolving funds, business assistance 
programs, and Others).. As noted earl ier , many of ^the local development 
orgafnizationH described in. the California case study owe their existence 
to EDD funding and support* EDD has also sponsored research on local 
economic development to h^lp guide local organizations* activities. 

In designing a capacity-building and technical assistance program, 
a state must consider four key questions: To what extent should it 
emphasize capacity-building, and to what extent technical assistance? 
How should assistance be provided -- by the state agency itself, or 
through intermediaries? How should limited resources be distributed 
across the state? And finally, what sht>uld the state do when there 
are but few local development organizations ready to make use of its 
assistance? ' ^ 

9 O 
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The distinction made here between capacity-building and technical 
assistance i? that the former involves transferring skills Jto the local 
organization, while the latter involves bringing in an outside expert 
to perform a specif i^ task ' for the organization. Some task's (e.g., 
setting priorities, building local support) must obviously be done by 
-the organization itself, with advice from outside if necessary; but 
other tasks can be performed either by the organization (perhaps with 
considerable help) or by outside experts. While some fields may be 
simply too rccUhnical for'an organization* s limited^ staff to master, 
it is advisable f or. r ha orgaQi zat ion to build Its capacity to handle 
as many problems as possible. This is especial ly- true in times of 
scarce and unpredictaWe resources, when local organi zat ions cannot 
rely on t4ie availability of outsi'de help. If, for example, staff or 
board members of a local organisation learn how to evaluate a plan foir 
a proposed new business, they wjll be better off next time they arc ^ 
presented with a business proposal ; they will also be in a better 
position to develop a business plan themselves. 

In deciding between helping to build the capacity of a local 
development organization ^nd s imply sfend i ng i n a consultant to perform 
a task, the state agency should bear in mind that while capacity- 
building is more .effective in thq long run, it docs take time. The 
best mix seems to be for the state agency to offer onj\oing capacity- 
building assi5t,ince, while at the same tiri^e offering one-shot technical 
assistance on the most complex and technical topics and on problems 
that the organization will confront only rarely. 
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A second question facing the states goes to whether the state will 
provide assistance through its own agencies or through intermediar;les , 
such as private consultants, universities, or other local development 
organizations. California's Office of Local Economic Development 
originally provided capacity-building and technical assistance through 
its own staff. When that staf f ,was severely reduced because of budget 
cuts, however, the Office turned to a few well-established local 
development organizations as assistance providers. It has found the 
use of intermediaries to be a less costly means of providing training 
and technical assistance to developing organizations. 

In Massachusetts, CEDAC has utilized Its small staff to organize 
workshops, conduct training sessions for CDC boards, and work inten- 
sively with a few local development organizations to help them set 
priorities and assess economic development opportunities in their 
communities. CEDAC hires consultants to perform quick, technical,^ one- 
shot tasks for local organizations such as conducting a feasibility 
study of the purchase of a garment manufacturing plant that was closing, 
or developing a marketing plan for expanding circulation of a bilingual 
community newspaper. 

A third question, quite important in times of dwindling public 
resources, addresses the distribution of capacity-building and technical 
assistance efforts within a state. Vermont, in its program of 
supporting staff positions' in regional development corporations, has 
chosen to>. fund one organization in each region of the state, and to 
fund nil such organizations equally as Long as they can generate local 
matching funds. This system has the political £|dvantagc of spreading 

77. - 
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sissistance across the state; it is also advantageous to th^state's - 
more rural regions , which , in it§ absence, might not be able to compete 
wi*th the more developed areas for funding. It may not, however, be 
the mt)st cost-effective approach from the ^tate*s standpoint. A state^ 
for example, might deem it more • sensible to target its neediest areas; 
or it might decide »to single out the 'local organizations that can make 
the best use of the assistance. ' ' 

California • s' EDO has followed the former approach; it targeted 
assisiancevto the most depressed areas first, since its goal was to 
relieve unemployment and underemployment and it was v/llling to take 
several years to attain that goal. Massachusett s , conversely , has 
directed its assistance more toward organizations that show potential 
ineconomicaUy depressed areas of the state, but not necessar i 1 y the 

most depressed areas. In sdlecting specific organisations to assist, 

. . * -\.. " . 

Massacbusetts looks Cor evidence-of community support and for organiza- 
tional commitment to and understanding of* community economic 
development. "Given limited resources, the Massachusetts approach' seems 
sound: targeting aid generally to economically distressed areas, and 
then seeking organizations within t,hose areas that have .solid leader- 
ship, local suppori , and a commitment to local economic development. 

A troublesome situation occurs when there fire few viable local , 
organizations cap.-tblc'of undertaking local economic development 
projects. In that case, the state, committed to developing a base of 
effective local organizations, can be the catalyst that steps up the 
evolution of such organizations. In Massachvise tt s , the availability 
of capnc ity-bui Iding assistance, con^h'infed w i th the staters innovative 
financing in.st ittit i^on j GDFC (dlftcusficd bivlpw) , has fjparked the creation 
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of several local development, organizations • In addition, those state 
resources have enabled organizations that vi^re previously involvecl only 
in housing or other traditional community development activities to 
move into the economic, development arena . ^ 

Financ ing - 

^ ■ - ii 

Most states are involved in financing business development to some 

extent through tax incentives , loans and loan guarantees, and other 

explicit or implicit subsidies. Such subsidies can be expensive and 

of l imited value to smal ler cities and rural areas. They tend to be 

"^oriented to the needs of larger byisinesscs, rather^than the small eht^er- 

prises that are more common in smaller cities ^nd rural areas. The 

subsijdies offer little help to areas where .the primary need Is not for 

incentives^ but for more intense assistance for or direct institution 

of /business ventures; or to those localities that lack i^nteriu^diary 

prganlz^tions or adequate finiincial Institutions to help businesses^ 

take advantage of stat6 assistance. 

Some States have established innovative financing institutions 

designed expressly to help smaller businesses or businesses in economi- 

cally dcprii^sscd areas. Those Institutions emphasize helping local 

businesses and funding community-based projects^ rather than subsidizing 

the ,act ivit ies of large corporations. Innovative financing agencies 

included in this study are the Massachusetts Community Development 

Finance Corporation (CDFC), Vermont Job Start, the Maine Capital 

' ( ' 

Corporation, and California's Renewable Resources Investment Fund. 

CDFC: Massachusetts* CDFC is an unusual state institution in its 
provision of equity financing and In its limitation of assistance to 




73 



businesses that are linked to CDCs in economically depressed areas. 
It was capitalized with $10 million in state bonds. Since that entire 
sum was given to CDFC at the start, the agency has had a 'secure source , 
of operating funds in the form of Interest earned on the uncommitted 
balance. CDFC's goals are more complex than those of many state 
finance program^. It is charged not only with helping businesses start 
up and expand in depressed areas, but also with creating ••good** jobs 
(paying at least 150 percent of the minimum wage), and with fostering 
true community economic development — tbat is, (lelping grass-roots , i 
community-ysed organizations tC obtain ownership or control of . local 
business ventures. 

CDFC can approach that latter goal by several paths. At one 
extreme, CDFC might enable the CDC to begin or purchase a business and 
serve as its sole owner. More commonly, CDFC will buy an equity 
position -for a CDC In a privately owned company, thus giving the CDC 
a voice in company decisions and a flnaQClal holding which can generate 
money for reinvestment In the community. And at the other extreme, 
the CDC;, without taking an ownership position In a company, receives 
In return for assistance a commitment from/that company^ to serv0 certain 
community interests— for example, to train and hire an agreed-upon 
number of low-lncomc communltj;^ residents. 

In its flrsx three years of operation, CDFC has found that even 
In Massachufictts, a state with a wealth of CDCs, few of them 'are ready 
to take on the responsibility of owning' businesses. CDFC's ffrst four 
deals " all of which involved" a high degree of CDC ownership i failed. 
Today, CDFC seems to be looking for ventures with a stronger private 
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management component and a somewhat moderated CDC involvement; it is 

. i 

also , planning to monitor participating businesses more closely to try 
to ward of f* failures* % * 

CDFC clearly does ^not provide a model that can be transferred 
easily to other states* Eve^ in state^like Massachusetts that have 
a strong network of CDCs, an active capdcity-b\ii Iding and technical 
assistance program must precede the financing fur^ctlon. In 
Massachusetts, as noted, CEDAC now provides that program, and observers 

belicve.it will Improvje CDFC's effectiveness in a few more years* .That 

^ . . • ,. 

is still a long-term propos it ion , however , which cal4s for much patience 

*■ . ■ * 

on the part of the ^tate* 

CDFC's experience to date has shown that state provision of equity 
and near-eiqulty financing can be an effective business development 
mQ«;hanism for economically depressed areas' — Inner-cltles, d<*clining 
smaller cities, and rural areas. CDFC staff believe that none of the 
bus inesses- f inanced to date would have started up or expanded in their 
present locations without CDFC assistance* 

' One element of the CDFC model that has relevance to the more 
traditional financing programs of other slates is its utilization of 
local development organizations as intermediaries* The involvement 
of such organizations has two advantages* First, local development 
organizations, such as CDCs, arc in a good position to ensure that 
benefits aV^ally accrue to the local communit*y. CDFC, for exampl.e, 
has been able to give local organizations the leverage to negotiate 
with companies receiving its assistance and to monitor the implemen- 
tation of agFXicmcnts stemming from such negotiations* One result has 
been, mor& jbbs for low-income residents, affected cofimiunit Ic©*. 
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Second, the involvement of local development organizations can 
make a state's financing programs more accessible to rural areas. State , 
business fj^nancing efforts (CDFC Included) must often limit their 
assistance to relatively large Investments for the sake of cost- 
effectiveness. CDFC's tVplcal Investment, for Instance, Is In the 
$100,000 to $300,000 range^ smaller deals would require nearly as much 
staf'f time as large one^^nd , consequent ly , they ate not considered 
worth pursuing. Some ryral advocates crlClcUc this posture , saying 
it Umlt9 CDFC's activity In rural areas,, where mpst business opportuni- 
ties are modest in scale. They point out that if the state designated 
certain local development organizations as\ intermediaries to operate 
localized investment funds, It could Increase the amount of assistance 
going to smaller cities and rural areas. ' 

One state, in fact, has taken just that approach and has been 
plc^ased with the results. The Kentucky Development Finance Authority 
(KDFA) authorized MACED (a local organization discussed In Chapter II) 
to adnilnister a business Joan fund capitalized in eastern Kentucky by 
the" Appalachintx Regional Commission. MACED's role is ,to package loans 
and rccoromcnd projects for funding. Rather than looking for large 
business ventures (rure in fural Kentucky) or simply notifying local 
banks of the availability of funds, ai KDFA might have done had It been 
operating the program from Frankfort, MACED has Integrated the fund 
. into Its, overall small business development effort. The organl zat ion 
thu« uses the. KDFA fun^^ as bne more reiourcc»j: In Its attempt to plan 
and initiate new businesses and local business expansions. 



a. 



ERIC 



S2 



76 



Job Start : Vermont Job Start, described in Chapter II, is a 
revolving l^an fund capitalized by the state which m^kes siiiall loans'< 
to very small owner-operated businesses throughout Vermont . It 

'•• ■ • •• ■ ' ' ■ ■ ^ .■ \ 

illustrates another* set of steps that a state can t^Ue in financing, 
business development -tt i .e .^ , the state can choose a target group that 
is simple to serve and has access to no other financing, set realistic 
goals (e.g. , creatlng*or sustaining one or two jobs per bus ine^ss ) / and 
design a simple program with a minimym of paperwork to serve that target 
group- With a smaller staff than CDFC, Job Start has approximately 
2O0 loans outstanding; CDFC has fewer than 10 current investments. 
Job St^rt can service so many loans for two reasons • First, since the 
businesses assisted are quite small, each deal is. simple compared to 
CQFC's ventures, which must be thoroughly reviewed and monitored for 
management, marketing plans , and financial accountability, ^nd second, 
Job ^tart's loan «review process is decentralized , relying on five local 
(volunteer) )>oards appointed by local community action agencies. That 
scheme eliminates much of thie need for extensive staff review. 

Maine Capital Corporation : Another innovative model for state 
financing of business development is offe^red by the Maine Capital 
Corporation, a for-profit body established by the state legislature 
as" the sister organizatibn to the pritvate nonprofit Maine Development 
Foundation. The -state authorized MCC to issue $1 million in stock, 
for purchase of !^which* inv^tors cduld claim a 507. state income tax , 
credit . MCC is licensed as a Sm^ll Business Investment' Cojmpan^ (SBIC) , ^ 
which give s^ it access to an additional $3 million irj^ SEA funds for ' 
equity liivestnTients arid long-term loans. The/Corporation must invest 
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In in-state businesses, and two ofv its board members, are appointed by 
the Governoif. The other seven members are elected' by the. stockholders 
most of whom represent savings banks. 

In theory, an institution like MCC could help fill a recognized 
gap in the availability of equity financing for small, businesses . The 
state tax credit was intended to help MCC overcome the conservatism 
that often characterizes SBICs. Since SBICs are generally for-profit 
corporations, ^hey behave like venture capita), companies; they look 
for businesses that are expected to grow quickly and then either go . 
public or sell out to a larger corporation,, so that the SBIC 
can sell its equity position after a few years. MCC is only a year 
old and has made only one investment, so it is too early to know what 
types of businesses it will finance. So far, however, it has been 
criticized by some as being* tpo conservative.^ 

It sho^uld also be noted that, unlike CDFC and Job Start, whose 
"authorizing legislation contains stipulations about targeting 

assistance to depressejd areas and lo<«?-incdm^ people, MCC makes its 

-.- ■-■ ■:■ - .)< y- 'V ■ • .... ■ 

assistanee available statewide and does not call for the involvement 

of local development organizations'. - / 

Renewiible Resources Investment Fund ; Calif ornia^s Renewable 

■ ■ . ■ , \- , • . . 

Resources investment Fund represents a different sort of model. The 

■ . ■ ^ ' ■ " ■ * 

Fund takes its money from the liease of state lands for extraction of 

. '* , . \ 

oil and geothermal energy, and it us€;,s the money to support projects 
that restore* threatened naturaKresources^ iri the state. Although the 
Fund -was not established expressly to spark busines3 creation or 
ecyi^om'ic development, it has had those, effects-. For Ins^tance, its 



assistance has enabled the Menddcino Fisheries Improvement Program 
(discussed in Chapter II) to clear timbering debris frpm streams and 
thus revitalize ruined salmon habitat. That effort in turn has helped 
rescue the endangered salmon fishing industry in northern California 
and has led to the creation of new businesses involving the. salvage, 
and marketing of the redwood logs cleared from the streambeds. 

Other states are beginning to put severance Tax?! "on coal, 
minerals, petroleum, and other extracted taatural resources, and- — - 
California's utilization of such revenues seems particularly noteworthy. 
The revenue^ are used to restore degraded natural resources, and at 
the same time they help to open up new opportunities for small, natural 
resource-based business ventures • 

It should be pointed out, however, that, except for the creativity 



and initiative of the local organization which beg^^n experimenting i;ith 

Stream clearance 'u;nder a CEtA project , renewable resource funds might 

... - - . , .-.).■ 

not have been made available for stream restoration in California. ' 

The Fisheries Improvement Program was instrumental in influencing the 

State to make those funds available for revitalization of salmon 

streams, and it was the prime force in developing the technology , 

training, the workers, and starting the business to do the work. This 

points again to the link between financing anc} the leadership — or 

n . . ■ * , 

ent repreneurship — provided by local developfnent organizations. 
Financing is important; bOt without creative local leadership and 
capable organizations, financing alone can achieve little. 

^These four institutions, then, represent the diversity that is 
possible in state finance programs — ^. diversity in structure, function, 
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and source of funds. With regard to structure , all but the Maine 

■• . • ' " ■ ■ ■ ■'i^ ■ ' 

Capital Corporation are state programs; MCC is a private for-profit 
corporation with cVpse ties to stak« government. An additional 
structure, not represented in any of the foregoing but under consider- 
ation currently in North Carolina, is that of a private nonprofit 
corporation closely ti^d to the state economic development apparatus. 

The primary function of all the institutions except the Califprnia 
Renewable Resources Investment Fund is to finance new or expanding 
businesses. CDFC and MCC do tljis through equity and near-equity invest- 
ment, while Job Start offers loans. In the California program, business 
development is not the central goal, but it has bj?en an important by- 
product of the Fund's activities. 

The four institutions were capitalized from four different sources. 

* • 

CDFC was funded by a $10 million iss^ue of state bonds;. Job Start*, by 
state appropriations; the California Fund, by special taxes' on energy 
resources; and MCC was capitalized by the sale of stock, with proceeds 
matched three-to-one by SBA as part of its Small Business Investment 
Company program. 

The different modes of capital! zat ion have directly af f ected ,t^e, , 
characters of the four institutions! MCC, as noted, seems to behave 
most 'in the manner of a private investor; that wou-ld he expected, since 
its board is dominated by stockholders who ar^ looking for a return 
on their investments. The California program is the only one of the 
four with a built-^in source of new money. As.a^ result, it offers grants 
arid contracts without looking for a direct monetary return on its 
investments. Of the four institutions, it is- the most traditional in 
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its public purpose* COFC and Job Start fall between the extremes 
represented by the Maine and California programs. While they are 
conscious of limited funds and consequently look for investment 
opportunities^ that will pay them back, they arq governed by public 

boards and concentrate' on financing businesses that cq^nnot obtain 

' • .• • . I . ■ • 

strictly private financing. 

Coordination 

Generally , four types of coordination are ident if iable in the / 

process of fostering rural economic development: coordination between 

federal and either state or local agencies, between state and local 

enti|:ies, within state government, and between the public an^d private 

sectors . . 

Since local economic development program^ of the recent past have 
1- ■ ' - . . ' 

been largely dependent on federal .assistance, t!hose programs have ;had 

to do more than merely coordinate with federal agencies; they have, 

■*. . . ♦ 

in effect, yhad to plan their strategies to match up with available 
federal funds., Some of the most successful local development organi- 
zations, in fact, have been those that have been able to follow self- 
determined local development strategy while remaining flexible enough 
to qualify for various types of federal assistance; as they became 
available from year to yoar. Conversely, maqy local organizations have 
been hampered for years by their failure to line up all the necessary 
pieces of an aid package simultaneously — a FmHA loan, a CETA contract 
and an EDA grant, for example. 

But today, with the lessening emphasis on categorical federal 
programs and the movement toward increasing state control over 



resources, local-federal coordination is decreasing in importance 

' , . ■ • ■ ■ .. ■ 

relative to other types of coordination. Coordination between state 

government agencies and local organizat ions, on the other hand, is more 

important ^than eve-r. For while local economic development activities ' 

must be initiated; financed in part, and implemented by Local develop- 

ment organizations, ''government'V must foot much of the. bill; and 

'' . ■ 
••government,'- in this context, is increasingly coming to mean state 

government* ' , . 

Several alternative rfiodels for state-local coordination are shown 
in the programs included in this study. A decentralized model is 
represented by Vermont's program of aid to-fregional development 
corporations (RDCs). That program funds a staff position for each RDC, 
and then leaves the RDC es^sentially to its own devices, except for a 
monthly meeting of staff of the state Department of Economip Development 
and all the RDC cooijdinators. That system works well in Vermont. Under 
it, local staff, members hav6 the bpp6rtuT)ity to exchange ideas regularly 
with each other and with state staff; their responsibility and reporting 
relationship, however, is still to their regional boards, and th^ state 
imposes no demands or restrictions on t heir . act ivi ties . ■■' \- 

The proposed North Carolina Rural Development Corpqrat ion , in 
contrast, presents a centralized. model with a strong state role and 
weaker local participation. The Corporation was planned as a stat^eyide, 
private nonprofit organization with for-profit subsidiaries that Would 
initiate and help finance business ventures in xNortK Carol ina's- smaller 
cities and rural aneas. If implemented as planned,^ the Corporat ian • 
would have no formal relationship with local development org^ihi zat ions ;; 



Its local (or rather , regional) operations would be mounted from three 
regional universities. 

If a state is committed to supporting locally based economic 

. ■' ■ ' . _ -. ■....( 

development in smaller cities and rural areas, it must establish a give- 

. , i" . ■ * ' ' 

and-tal$e relationship with local development organizations* 
California's program of assistance to local development organizations, 
funded by discretionary CEtA money, is a paradigm of a nearly ideal 
relat ionship between state goN/crnmcrit and local organizations. The 

State nurtures local development prganizat ions ; it helps thcm^grow by 

'* ..." ,. ■■ ■ ** . ' ■ . ■ 

funding them, commissions research to help guide their choice, of 

economic development sCrat^gi.es, and takes the long-term perspective, 

realizing that an organization m4)st make mistakes as part of its growth 

and developmentvprocess* ^t'he 6tate also learns from its local grantees 

*and modifies its funding priorities from year to year on the basis of 

the expediences d£ the local organizat ions 

. Coord i nation among state agencies is iT>cri£ia singly important iti 

yj^w of the growing rple for states in administering all sorts of - 

assistance programs. :It is p'^rhaps 'al so the most difficult kind of 

coordination to bring off, and its absence has marred the implementation 

of many State efforts. ^'State agencies have different priorities and 

different approaches to the 9ame problem; a state's employment and ^ 

-training agency, for instance, is likely to^ approach the issue of 

unemployment from a very different position than the same state's 

department of commerce. Interagency di ffqrences of that sort are often 

compounded by^ the political ambitions of key of f icinls, by ^taff 

overload/ or by bureaucratic inertia. Tl^e thinking exhibited in such 
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statements as "We don't have time to find out what the other agencies 
are doing;" or "We've always operated independently; why change?" can 
present a very real obstacle^ to Interagency coordination. 

Again, California's experience is worthy of notice. That state's 
Interagency Rural Development Committee has succeeded In setting Inter- 
agency rural development goals and strategies, and 'it has served as 
a forum In' which the several affected agencies can address urgent 
problems and seek advice, support, and resources from each, other. 

The most important area of coordination for local economic develop- 
ment programs is that between the public and the private sectors. 
Successful localA development organizations must function as links 
between governmejit and private enterprl&e ; whether they are dieveloplng 
Infrastructure for Industry, counseling small businesses ,^ or researching 
opportunities for new bMslness start-aps. Additionally, some local - 
d^evelopment organizations play a mediating role between government and 
private industry interests. The discussion of local development 
organizations In Chapter II and the more detailed presentations In the 
case s^cudles provide numerous examples of public-private cdbrdination. 

Summary: State Support for Local Economic Development - 

Every state shows a dominant motif, either explicitly or 
implicitly, in its function of assisting economic development,' As the 
states come to play a larger role In local economic development. It 
is important for them to develop conscious, crfpUclt strategies to guide 
their actions; A state's government does not need to develop a 
formulaic, comprehensive economic development or small city and rural , 
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area policy; it does, howeveri need to reach Internal agreement on a 
basic approach to Ic^caV economic development. 

If it were to a^ypt the approach advocated in this' study, a state 
would concentrate on helping local development organizations promote / 
Industrial ex{|ansion, small business development, and new enterprise 
develppment. It would target its assistance to economically depressed 
areas in which there are organizations rtfa^y to take local initiative, 
and it would be prepared to respond quickly to local economic crises. 
A state would carry out this approach to.local economic development 
through two sets of activities: capacity-building/technical assistance, 
and financial aid. 

Capacity-building services and technical assistance from the state 
are especially crucial to smaller cities and rural areas, Where local 
sources of assistance are scarce. As much as possible, the state should 
help l»uild skills within local organizations and increase their self- 
reliance; in some cases, though, it' is also useful for the state to 

■■ " . ' ^ ■ 

provide one-shot technical assistance through consultants, state 

^. .' ' 

^personnel, university staff, or other resources. The state's role in 
this area can range from the modest one of educating local orgatiizations 
about project ideas to the ambitious one of helping to create local 
organizations where none exists. In the latter case, the key Sti^ps 
are to identify local leadership and to support that leadership in its 
efforts to build an organization. 

The question of state financing for local economic development 
projects Is a complex one and a subject about which much has been 
written in> recent years. From the evidence of the financfng pr-ograms 
examined in this study, two points can be made. 



First, federally supported loan funds in rural areas (as discussed 

in Chapter. II) have been , effect ive in leveraging bank loans for 

businesses that otherwise could not have started up or expanded. Since 

federal funds are no longer available to establish new revolving loan 

• . v^' . ^ 

funds, it would be sensible for states to consider capitalizing 

revolving loan funds in smaller cities and rural areas. And second, 
state financing works best when it is accompanied by a strong local 
presence in the form of a local staff which can help develop business 
opportunities, counsel local businesses on their expanslpn plans^ and 
^ensure that local workers benefit from business development. This A 
suggests tjriat states would be wise to use local development organiza- 
tions as intermediaries for state financing programs in smaller cities 
and rural areas . ' ^ 

Central to all these state activities — setting policy, 
determining stijategies, providing financing and technical support^ for 
local development organizations —is the issue of coordination. To 
achieve success in economic development efforts, the state riiust 
coordinate its actions with local organizations and with federal 
programs; state agencies must cooperate with each other; and, most 
important, the public and private sectors must work together. Coordi- 
nation in this sense connotes the linking and meshing of an overall 
state strategy with capacity-building and financing activities to form 
an effective total package of state support for local economic 
development . * 
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; / ' INTRODUCTION 

Overvleiw ^ ' 

By one set of measurements, California ^s the aatlon's most 
urbanized, state, since 96% of its jpeople live In counties with popula- 
tions of more than 100,000. California can also be confiidered the 
nation's tenth jnbst^ rural state, however, since nearly twc million 
of its people live in places with populotlons under 2,500. And 

'While largely urban in residence patterns, Callfornila Is uneqiii vocally 
rural by land use. Almost half of the stirte^s vast acreage Is Jn 
forest (427#), and an even larger portion Is in aovcrnment hands , 
(44%). Agriculture ^is the state's primary Industry, and Ciilifornip 
is the nation's most productive farm state. 

The past decade' has >een a time of rapid growth for California's 
non-metropolitan counties. After forty years of slow growth, the 
non-metropolitan counties expanded by 16% between 1970 and 1976, 
surpass tn^"1rfnr--5^%^rpwth rate of metropplltan aceas.' While the 
state as a whole Is expected to grow 8.7% by 1986, ortc fourth of^ 
the counties with fewer than 100,000 people are anticipating growth 
rates of more than 20% over the next five years. 

This. Study focuses on northern' California — the twelve rural 
counties bounded by Sacramento, ^.the Oregon border, t^he coastal 

mountains, and Nevada that are known as the .^iortheast , along with 
the three northern coastal counties referred to as the North Coa^st. 
These fifteen counties have been growing since 1970 at rates varying 
from 7 to 56 percent. Along witK growth, the northern counties 
have been experiencing chronic and ^critical unemployment. All es^eeded 



2 

the state's average' 6.87. unemployment figure for .1980, and three 
had rates of over 16%. Even relativefy prosperous Shasta County, 
with a growth of A97. , since 1970, recorded a 12.97. unemployment figure 
^in 1980. Though seasonal unemployment has been the norm in many 
of these northern counties, the rapid decline of the area's lumber 
and fishing industries coupled with the in-migration of urbanites 
. has led to structural unemployment problems of serious proportions. 
The importance of forest products to northern California's 
economy cannot be exaggerated. In some counties, Che timber industry 
is responsible — directly and indirectly — for nearly sixty percent 
of employment. Agriculture, recreation, and fishing provide additional 
jobs. Livestock raising and the growing of oats, barley, and hay 
are the" main agricultural activities. There are a growing number 
of service jobs as a result of the increasing number of retired 
pepple, vacationers, and second-home dwellers lured by the region's 
expanses of forests and parks. 

The timber industry .is in serious decline. In 1930,, the industry ' 
provided 507,, of all the jobs on the northern California coast. 
This figure reached 707„ by 1950, but plummeted to 257, by 1980. 
New jobs have not become available for many of the displaced forestry 
workers. Indeed, it is estimated that one fourth of all the timber 
workers in the Pacific Northwest are unemployed. ^ 

There are a number of reasons for such a decline. Most obviously, 
the imrnense stands of first-growth redwood and Douglas fir which 
produced annual harvests of billions of board feet are near ly^^depleted . 
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Sustained yield — the practice of cutting no more than is . 

planted — is not yet a universally accepted practice among the 

large timber holders, private and public. And unt^l recently , both 

taxation and regulatory policies encouraged rapid harvesting and 

provided few incenti^ms for replanting, erosion cpntrol, or the 

* maintenance of wildlife habitats. ' • 

- Shortages in supply have been aggravated by growing foreign 
. ■ ... • • ■ ' V " 

demand for the Northwest 's raw timber. Small mill owners have been 

unable to survive the shortages and the resulting higher prices. 

Humboldt County in 1960, for example, boasted 500 mills; today, 

there are 20. 

But the loss of forest-related jobs is not due only to the 
shprtage of timber; it is also' attributable to decisions by the 
dominant multinational corporations to reinvest in more capital- 
intensive equipment and to relocate, particularly to the soi^eascern 
United States. These corporations have been troubled by obsolescent 
equipment geared to first-growth timber stands , and they have been 
hurt by the downturn in the housing industry. 

The decline of the timber industry was hastened on the North 
Coast by Redwood National Park. Created in 1968 and expanded in 
1977, the park removed more than 30,000 acres of old-gtcwp;tt) redwood 
from production. Though it displaced thousands of timber employees, 
^he park provided more than $20 million in benefits and severance, 
payments to nearly 2,500 workers. ^ Few workers , however , took advantag 
of retraljting or relocation opportunities . • 
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. Mill closings continue in Northern Calif ornia as the indust ry 
adjusts to Che decline in demand and shifts from first-growth to 
hi!|||hly automated second-growth harvesting* If the region's persistent 
unemployment is to be curbed, its economy must be diversified, alterna- 
tive methods of forest rehabilitation must be developed, and secondary 
wood product markets must expand. * 
Rural Policy and Government Structure 

The state's involvement in the development of the economy and 
the infrastructure of rural areas is, for the most part, limited.^ 
California has no specific, formal ^^^^ policy or general rural 
strategy; and the weakness of the rural voice in legislative chambers^^ 
and government offices makes future formulations unlikel>|. Nor does 
the state have a regional structure for administering programs and 
providing technical assistance to small cities or rur^l counties. 
Finally, the state, until recently, was not ii^olved in aggressively 
recruiting and attracting industries to local areas, rural -tor urbatlf'. 

Notable exceptions to this lack of state involvement in assisting 

local areas with economic development do, however,, exist in California. 

The Rural Development Committee, a group^ of state and federal officials 

that has been active for almost a ydecade^ is involved in initiating, . 

• J " . 

supporting, and ev£|luatlng rur|iJr 'development projects funded by 
the state and federal governments. The Office of Local Economic 
Development, a division of the state's Department of Business and 
Economic Development, helps build the capacity of local governments for 
strengthening existing businesses through financial and technical 
assistance. And the state's CE.TA office has 9 specla 1 rura 1 development 
unit which has Invested more than $50 million In a variety of research 



and demonstration projects in rural California* 'These three institu-- 
tions will be explored in greater depth following a brief discussion 
of overall state policy and structure as they relate to economic 
development in small cities and rural areas. 

' California has no formal rural policy. Specific strategies, 
however, have been developed for the Foothills (the thirteen counties 
in the Sierras), and for the coastal counties. Strategies developed 
by the Governor's staff for the Foothills involve support for proposed 
legislation directed at ameliorating high interest rates and increaiTing 
the availability of financing for" infrastructure and housing. 
Strategies for the coastal counties are concerned with offshore* 
development rights and protection. Though the Governor was interested, 
at one point, in developing a statewide rural strategy, a push for 
a statewide rural development corporation came to naught recently 
in the Legislature. Though California is an agricultural state* 
its non-metropolitan population is perhaps too small for it ever 
to be a state with a strong rural lobby. 

The state's presence in rural areas is mfnimal. The Department 
of Housing and Community Development, for example, has only two 
area offices in the entire state. Only, the Employment Security 
Commission (referred to as EDD), CETA, and the state Division of 
Forestry maintain a network of local offices. This limited presence 
is not strictly a function of dwindl ing resources. Rather, California 
has historically resisted regional planning and administrative bodies. 
There are only three EDA economic development distt^icts in the entire 
8tate,^and councils o£ government (COGs) are weak. The director 



of a twelve-county higher education district cites numerous instances 
of reisistance to coordinat ion^ usually interpreted locally as control. 

The state's lack of interest, until recently, in aggressively* 
^^Tj^moting industrial development is as much the product of post-World 
War II prosperity as it is of the home-rule mentality. It is only 
in Che past several years, in the face of numerous closings of lumber 
mills, canneries, and agto-related plants, and the re location of 
several key firms to the Sunbelt, that the state has begun to take 
a more active role in industrial recruiting. Thus the state's Depart- 
ment of Business and Economic Development was created in 1977, the 
inventory tax was abolished, a state industrial revenue bond policy 
has been created, and Proposition 13' was touted as a significant 
way for local corporations ? to achieve tax savings. Such state 
activities — common elsewhere — are of recent vintage in Califjornla. 

, The California Rural Development Committee was formed nearly 
a decade ago 3S the body of state and federal officials mandated 
by the Rural Development Act. Its role has included serving as 
ati advisory group to the state!s Small Farms Viability Study, evaluating 
.a study for the U.S. Department of Energy of gcothermal potential 
in Lassen County, cosponsoring a USDA-HUD local capacity-building 
demonstration, and most recently, activating artd evaluating a state- 
level response to plant closings in the Burney-McCloud areas of 
northern California. (The section of this paper .which deals with 
the Burney-^McCloud plant closings includes further information on 
the Committee's activities.) 
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The California Office of Local Economic Development Is one 
of seven offices within the newly created California Department 
of Business and Economic Development. With small cities as Its < 
primary focus, the Of f ice provides information and training on downtown' 
revltallzatlon, commercial development, economic development strategies, 
and revolving loan programs. On-site technical assistance, though 
currently curtailed because of staff limitations, has Involved the 
preparation of local development strategies, funding proposals, 
and grant packages. When EDA funds were available, the Office provided 
direct financial assistance to local governments and businesses 
through Its administration of EDA-funded loan and grant programs. 
The Office also formerly operated a state-funded loan guarantee 
program for small businesses through three regional nonprofit corpora- 
tions. That program Is now operated by a sister office for small 
business development In the same department. . 

Unlike the development agencies of many other states^ California's 
Office of Local Economic Development distinguishes between economic 
development and Industrial recruitment: "Industrial development 
is no.t an end In Itself," states a Handbook on Economic Development 
prepared by the League of California Cities, "but only one of several 
possibilities for improving the economic situation of a community. 
The priorities of the community may be better served by the, development 
of retail, commercial, agricultural, or oth^r sectors." The Of flee also 
urges local governments to focus on strengthening existing businesses: 
"Existing Industry — Take Care of Your Own First'' is a chapter 



heading in the same Handbook* The Office's current focus is on 
encouraging local ^overnmcntSi through use of local intermediaries* 
to form economic development corporations.. The Pittsburg Housing 
and Economic Development Corporation, itself a certified SBA 303 
corporation, is one such state-supported intermediary* This past 
yc(ar, it worked with thirty small cities and published a guide on 
establishing a revolving loan fund* 

The Office is involved in Identifying what it calls ^'non-service 
or non-capital approaches to enhance ^usincss development." Some 
of its ideas include one-stop permit processing, the use of planning 
and zoning regulations to encourage economic development. Joint 
vent-ures with the private seqtor,, new bonding approaches,, and the 
lease of property to generate revenues* Public development of 
industrial parks is encouraged when private Investment is not availably 
And incr'easing emphasis is'1>eing placed on local governments' use 
of HUD UDAG and Community Development Block Grants fpr economic 
development* / ; 

A legislative appropriation of $226, A60 currently supports 
the Office* These resources are cotisiderably less than the appifopria- 
tion the Office began with four years ago* s'taff has been cut from 
22 to nine, and the considerable resources that came from EDA^s 
public works grants and Section 304 technical assistance programs 
are no longer available* In response, the Office has more vigorously 
targeted communities which will receive its help, and it is developing 
a network of intermediary local organizations to 'provide the on-site 
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assistance and training which can no longer be provided by the Office's 
staff* , 

Areata, a northerp coastal city of 13,000 people, can be' viewed 
as an example of the Office's new targeting policy. The city was 
first the subject of an economic development strategy prepared by 
Office staff, and later the recipient of more than $1 million in 
state and federal grants to staff a local development corporation, 
capitalize a revolving loan fund, and develop an Industrial park. 
The Office was impressed with the receptivity of Arcata's local 
officials and with the potential for building on investments in 
businesses affected by Redwood National Park and financed through 
the Redwopd Regional Economic Development Commission, Areata has become 
something of a showcase for the Office.^ 

The Office's targeting effort is being emulated by the Department 
of Business and Economic Development as a whole. Each of the offices 
in the Department is In the process of selecting five to ten communities 
on which to concentrate its efforts in business development, tourism. 
Industrial recruitment, and local government assistance. Though 
geographic representativeness is being sought, receptivity of local 
officials to state help is the primary criterion for selection of 
the communities. 

In sum, khough^'the Office of Local Economic Development is 
not specifically a rural-oriented agency, it serves mostly small 
cities, many of which are in non-metropolitan counties. It has ^ 
served as a conduit for EDA-funded activities and policies and as 
an advocate of EDA's focus on OEDP CommlCCccs , industrial parks, 
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and, more recently, revolving loan £unds. The Office's emphasis 

on building the capacity of local governments to help existing business, 

as opposed to recruiting new industries, is noteworthy.' 

The lead role in promoting- and supporting innovative approaches 
to job creation in the rural areas of California has been taken 
by the Cal if ornia Slate CETA Office . That leadership ^is the result 
of five years of deliberate resiearch, strategy development, local 
capacity-building, and patient commitment by office 5JtaCf. It is' 
alio related to the- control of one o[. the few sources of discretionary 
funding for economic development: the Governor's 47, fund. 

' Unlike most other state CETA offices, CETA-0, as California's is 
commonly callicd, set up a special rural dcveloprrient junit to complement i 
urban research and demonstration activities. And unlike many other 
st:ate CETA offices, CETA-0 based its rural investment policy on 
research geared to identifying the most serious labor market problems 
and promising strategies in rural <1reas. While resisting demands 
^or funding made by other government agencies and local operators, 
CETA-0 contracte^d out several major research efforts , including 
a compilation of case studies of non-agricultural rural development 
institutions in four states; a compendium of examples of successful 
job creation ventures in alternative energy, forest resources, and' 
small farnjing in rural Ca'lifornia; and a major examination of the 
family farm in the state. 

CETA^O^s role in the Small Farm Viability Project illustrates 
some of its import;jnt operating principles: ownership of demonstration 
projects by traditional lead ai>,oncies, and repeated investments 
to strengthen the chances of Huch projects for inst i t ut i ona I ix.at i on.' 

. iOo'. 



Funded by the Community Services Administration, the Small Farm 
Viability Project was a cooperative effort. of EDD (CETA-0 ' s parent 
agency), the Governor's Office of Policy and Research, the Department 
of Food and Agriculture, and the Department of Housing and Community 
Development. More than 80 experts on Various aspects of rural and 
agricultural development participated as members of six task forces. 
Interest in and ownership of the report , consequent ly , were shared 
by many critical actors in the rural development process. 

Since the publication of the report in late 1977, CETA-0 has 
used its funds for projects that lay the groundwork for implementing 
the recommendations of the rcpott. Thus CETA-0 funded prototype 
small farm' resource centers at two comniunity colleges to coordinate 
information essential to the self-employed family farmer. The resource 
centers also developed short courses to meet the needs of local 
farmers and secured the support of local public and private agencies. 
CETA-0 uses the prototype resource centers as one base for the Small 
Farmer Information Access System — a statewide system for gathering 
and disseminating information critical to the small f ami ly farmer . 
CETA-O also funded bilingual programming of agricultural information 
at a local radio station to expand the outreach of the information 
system. Perhaps most importantly, CETA-O, as an active member of 
the Small Farmer Information Access Council, hejpcd push for the 
location of the information system at the University of • 
California at Davis — the heart of the state's agricultural research 
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program. CETA-0*s hope is to get the university to recognize the 

peed for the information system, and to, agree to fund the system. 
. ■ . • f'' 

Another operating principle in many of CETA-O's projects is 

the attempt to strengthen the capacity* of community-based organizations 

for etonomic development. As part of th^t attempt , CETA-0 funds 

such organizations as the Calif orni^a Federat lorf of Technology and 

Resources (which works with community development corporat lon>X- 

the Rural Community Aasistancc Corporation (which works with^local 

housing rehabilitation groups), and the Conf cderacion Agricola dc ^ 

California (which works with local production cooperatives). Though 

some of those efforts have hot succeeded as CETA-0 would have wished, 

the Office continues to support the organizations because its staff 

, i 

sees economic development as a long-term process Involving 
frequent experimentation as we^ as patient evaluation and 
reinvestment. 

CETA-0 provides support for new approaches to job creation, 
particularly those based on local natural resources. Thus it provided 
funding CO a community development corporatit^ to develop a curriculum 
and an institutional framework for coordinating and l raining worker s , 
forestry contractors, and small landowners In reforestation techniques; 
it supported a nonprofit research and demon'stration organization^ 
in its cffoVts to create jobs through clearing, formerly fish-filled 
streams of forest debris put there as a result of timbering; 
and It funded another local organl zat i on to study the ,viabi 1 1 ty of 
labor-intensive wool-carding. 
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Most recently, CETA-0 Is taking the lead in responding to the 
state's increasing number of industrial plant closures. Its support 
Includes the provision of funding for two staff persons In EDD to 
coordinate agency assist^ance for stricken communities and to work 
closely with unjlons and other organizations in the development of 
legislative proposals. It is also .funding a prototype displaced 
workers center in the heart of the lumber country. 

In short, CETA-0 approaches its task of responding to serious ^ 
labor market problems in rural areas with a long-term, developmental 
perspective. The approach involves fostering ownership of demonstration 
projects among the critical agencies involved; building the capacity 
of local economic development organizations to plan and operate 
local projects; accumulating and dis^sjemina ting a knowledge base 
about rural development problems and approaches; and supporting 
experimentation In novel forms of job creation, particularly those 
which involve a labor-intensive and ecologically sound exploitation 
of the local resource base. 

Two recent developments, however, are undercutting CETA-O's 
effectiveness. Most obviously, the considornble cuts in funding 
for the office severely limit its staff and project support*icapabi 1 ity. 
Secondly, administrative changes have produced a shift to Competitive 
funding based on RFPs followed by project monitoring, rather than 
the active development and nurturing of projects characteristic 
of the past. Despite the rather bleak future. It seems safe to 
Say that CETA-O^s past efforts will continue to bear fruit from 




'the base of^ stronger local organteations with clearer visions of 
rurat develoj^ment which CETA-0 has helped to foster. 
Local Programs Stadied ■■■ ' ^ ' * a\ 

\ • " « . . -l ■ / ■ ■ • ■ ■ 

Sieyen northern California projects have been selected for in-4eptl 

.' V ^ • . A- 4,; ,■ .■ > ■ ■ 
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treatment. Three of the projectSs^involve local development corpora^^ 
tions; two operate under the auspices of a cocnmunity development " 
corporation; another dperaf^es through a locally based research and 
demonstration organizatiori^ and the final project works through 
the 9^ornmunity^col lege and university system. Five of the sei^ri 
jlrojects have been sujpportcd or are current ly supported by CETA-O's 
rural development ^ unit . ;^ . / . y 

: . .■ ■ ■ fi-.' 

the Superior California Development Council (SCDC) was chosen 
because it has been very successful with traditional economic develop- 
ment strategi-es. As a SBA 502 corporation, it has packaged more 
loans than any other scfch agency in California.' As the developer^ 
of an industrial park, it has brought 1200 jobs into Shasta County. 
Less traditionally , SCDC has devoted mo3t of its energies to assisting 
l6cal>^x^ris.i6.n rather than t^^ solicitation bf ^putsidd' industries. 
It bias Engaged in^^'k deliberate and painstaking community education 
and investment strategy which has enabled it to support itself when 
few federal a^dministratiVe funds jwd(re available. And in the past 
few years, it has broadened its scope from a single county to a 
f ©ur-courity ^area . In' short,; it is the doi;ninant institution for 

local economic development in northeasteirn Calif ornia. \ /' 

'• ' ' ' • ■" ^ 

The second project under sturdy ~ thX3 Burney-McCloud Revolving 

. .■ ■ " ' ' 

Loan Fund — is, in many ways, a stepch^^ld of SCDC. SCDCrwas the 
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formal recipient of both the EDA grant that established the revolving 
loan fund and the state CETA grant that supports staff , and it has 
been deepl^ involved in the project from the very beginning. Burney 
and McClbud are towns in an area of jiorth-central Calif ornia in 
which the two major employers — lumber mills —closed and put 
more than 700 people out of work. The plant closings are of interest 

becauise state officials took an active role in responding to the 

'■' ■ . , . ' '■■ ■ .'* 

crisi^s, and the strategy of job creation through a revolving loan. 

ifiind was applied. Moreover, acceptable recipients for '^nearly $800,000 

in loan$ were found in a relatively remote rural area within, one 

. r ... ■ ■ • ■ • • . ■ , , 

; year. . . , y \ . ■ ' ''■ ' , . 

The third project is- a 'local' development corporation in north- 
western Galifornla — the Areata Economic Development Corporation . 

• • ■ ' ■ ? / 

Though less than two years old, this LDC has a good reputation with 

both^ the state ,0f fice of Local Economic Dciveropment and CETA-^0. 

It uses a combination of both traditional and nontraditional approache 

and is currenly being supported by the state ClETA office to provide 

the impetus and assistance to smaller. LDCs in its su>unty. Thus 

the Areata ' Economic Development Corporation functions as* a quasi- 

regional LDC. 

The Business Support Center of the Redwood Community Development 
Council is a project which operates in the. same area as the Areata 
LDC. It provides an excellent example of a small business assistance 
program that relies neii^her on highly skilled staff nor on cbmplex 
remedies. It is also interesting because of the intermldiary role 
it plays with respect to its clients, financial Institutions, and 
business professors at the local community college. 



The fifth project under study is also^ operaxed under the auspices 

of the Redwood Community Development Council — the Forest Improvement 

Center . The clearcutting pi:actices of lumber companies and the' nearly 

& ■ . ■ * ■ ■ ■ . ■ 

depleted^ forest have created a need for reforestation and land rehabili 

tation.^ rash of lumber mill closings and the expansion of Redwood 

National Park have also created a need for new emp-loyment for many 

hundreds of displaced workers. The Forest Improvement Center was 



created to train displaced workers in skills required ^by small rcfores* 
tatioo Contracting businesses ; to, provide the contractors with ^ 
inf orroation.»about business opportunities, business sk/i'lls , •a'nd trained 
*labor; and to educate local landholders about available incents<iyes 

. ■ r ■■ . ■ ■ . , .■ : ■.. . 

for better management of their prajjerties. The Center is an example 
of a job creation strategy effected in response to both enyironinetital 
and economic pressures. . . 

related project is the Mendoci no Fisher ies rmpro^ment Program , 



rmprov^menl 
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which is operated by an independent research and deroimstrat ion organiza 
tion in IMciah, This project created the deina'^nd |or a particular' 
type/of labor and business — ^ stream clearance and restoration; 
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trained CETA-eligibles to do the job; an'd secured a source of public 

funds for the work. / ' 

;■' • ^ ' ' \ 

The final project under study was operated by the Northern 

Califdrnia Higher Education Council , a consortium of six community 

colleges dnc! two universities in northeastern California. The project 

encompassed a broad effort to get the community colleges actively 



'and purposefully involved in loco^l economic development through 
several local projects involving small farmingV forest improvement, 
energy development, and small business assistance* 

11. RURAL DEVELOPMENT PROGRAt^S AND INSTITUTIONS 
Superior California Development Corporation 
^ — ^ — — ^ , Background 

The Superior California Development Corporation is the EDA- ' 
designated economic development body for a four-county area in north- 
ea^st;^rh California (Shasta, Trinity, Siskiyou, and Modoc Counties). 
Until two years ago, the organization served only one county and ) 
was known as the Economic Development : Corpora t ion of Shasta County* 
In its twenty-year-plus history under two nanie^s, the corporation 
HSs amassed more than $8 million in lR;6slf|s, packaged over $40 million 

in'loan and grant -projects, developed an industrial park with JdO 

; ■ ' ' ' • -■ ' 

tenants and more than 1200 employees, and established itself as 

the leading economic development institutlpn in northeastern California. 

The economic development district served by SCDC is large (an^area 

ecjuivalent to Rhode Island, Connecticut, Massachusetts and half 

of Vermont corflbined), but sparsely populated (182,000 people). 

MucK .of the land in the district is owned by the government (t^e 

^ur counties contain all or parts of seven national forests) and 

by large timber companies^ Fprty percent of the district's workers 

are employed in forestry and agriculture; recreation is a third, 

and rapidly, expanding, so^irce of jobs. The district has grown in 



population by nearly forty percent slncci 1970 almost entirely 
because of ln~migrat ion. Yet unemploymejit remains high, ranging 
from 24i9 percent in Trinity County in January of this year to a 
low of 1K3% in Modoc* Numerqus lumber mill closings in the last 
two years have put almost 2^000 people out of work* 

Redding is the district ' s most sizable city. Situated midway 
between Los Angles and Seattle, bisected by Interstate 5, and close 
to such recreational attractions as Mt • Shasta and Whiskeytown jLake, 
Redding has, over the past twenty years, blossomed into a regional 
center for government, warehousing and services, and diversified 
manufacturing. 

Such prosperity was not in evidence when the EDC of Shasta 
County was organized in 1958, The EDO's very formation, in fact, 
was motivated ^ the area's dependence on a single, seasonal ihdustry 
and the recognized need for diversification. The original EDC was 
organized as a private nonprofit agency with a board of nine citizens 
appointed by the county supervisors, Sevefi years later, the EDO's 
current director took. over. The owner of family 1 umber business 
and a former mayor of Redding, this individual has been absolutely 
central to the EDO's subsequent success. 

The director began with several premises, the first being that 
community education would have to precede all other efforts. Thus 
he embarked on a two-and-one-half year educational campaign, speaking 
to every conceivable local organizatlort about the need for economic 
devel'dpijicnL , while warning at the same time^that It could be a slow 

;. .■ 
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afia^^erntngiy' uhrW^ His second premise was that 

new investment could only be lured by a well-prepared community; 

his third, that expansion of local Industry represented the best 

. ■ ■ • . ■ . ' .. ■ ■ • . • . 

route for strenghtening the econdmic base. . - 

After the period of community education, the director sold 
$250',000 worth of noninterest bearing, nonguaranteed, fifteen-year 
notes to local residents and businesses.^ Local banks subscribed 
to the first ten percent. The %oney from the notes, supplemented 
by an EDA granc, paid for the purchase and devc 1 opment of the first 
phase of an industrial park. The EDC was atso chartered as a SBA 
502 corporation, and was thus able to offer 1007. financing packages 
f Qj^ many of its start-up or expansion projects: 407. from SBA, 
50^^m bank financing, and 10% from EDC loans secured with the EDC's 
Industriafl park land as collateral. 

Cy/tivati^iP-g^ cooperative relationship with /bankers and business 



frs was the fourth premise of the EDC director. He has tried 
to stay "outside the political aren^. He believes that the public 
sector-dominated board of the enlarged SCDC is less ef feet ive^ than 
was the largely private sector board of the original, pn^-county 
EDC. ^ 

Activities 

*■ ^* . . • ' • 

SCDC plays ~ and EDC/Shasta played before it ~ six major 

roles: developer, financial planner and packager, facilitator, 

A 11 
•rural advocate , planner and grantsman, and industrial recruiter*. — , 



. . — The following treatment will refer to EDC rather than SCDC, 
since most of the activities discussed were initiated by the earlier 
organization. 

ErIc . 114 



!• Developer , The EDC's role as'developer has Involved 
purchasingi developing, and marketing the first two of three phases 
of the Mountain Lakes Industrial Park. Underlying this role was - 
the reasoning that no private investor would be interested in a 
city as small and undeveloped as Redding was at the time. 

From the start, ;the park was a success. Despite the cautious , 
tone of the master plan, the first offering of {)ark Locations was 
soli;! out in 1975, ten years ahead of schedule. The next of fering , 

65 acres,, yen^ irl 18 months. The final parcel of 234 ,acres was 

■r ' ■• ' ■ • 

(k' ' ■ ' 

by then so attractive that a pirivate developer (the son of the 
original property owncif) bought it for his own. First-phase land 
was sold at cost for $5,500 an acre; third-phase land is now going 
for $55,000 an acre. The original deve lopment was helped considerably 
by the original property owner's generous terms: $10,000 down, 
.8V/, financing,, atid a three-year moratorium on both Interest and 
principal. EDA was also helpful, providing much of the money for 
th^ infrastructure of the first two phases,- and financing a rali-llne 
extension for the property. > \ 

The early tenants of Mountain Lakes Industrial Park wer^ : ioca| 
businesses which purchased the EDC*s IS^enr notes. The majatlty 
of tenants are ^Iso 502 loan rec i pi etits . Though the park houses 
primarily single-plant manufact^urlng concerns, its tenants also 
Include soft drink distributors, warchouseii', and a trucking business. 
Most tenants have fewer then 60 emp^boyees; the largest, with 250 
employees, manufactures beauty products. -^"^ ■■ ^ 
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The f ir§t >502 loan the EDC made went to a sheet metal company. 
That company now emp^Ioys 25 people. Other l\>ans and >ark spaces 
have gone to a houseboat manufacturer (22 employees) ,i a cabinet 
manufacturer (18 employees), a moving and ^tlolrage business:.^<6 

emplaycis), and a southern Calif ornia-based jfl^^^ that makes ignition 

* ■' ■ h ' ■ ' ' ' . ' 

harnesses for engines (85 employees). The loans have ranged in 

size from $40,000 to $550,000; most have been for $200,000 or more. . 

During the second phase of development of the industrial park, 
a private investor built ^'industrial condos" — small spaces for 
UndCisfries that do not require or cannot afford to buy full-sized 
lots and build complete structures. The tenants of these common-wall 
quarters include the telephone company, several labs, artd a communi- 
cations business. 

2. Financial Planner an^ Packager . As a financier and packager, 
*the EDC has made more than $8 million in 502 loans and packaged 
almost $4 million in EDA loans. The EDA loans have been the larger 
of the two types; they have included a mult i^i lllon dollar 
loan to a hotel and a $1 million-plus loan to a lumber company. 
The EDC's failure rate fof its loans is almost nlH , mainly becaust2 
of its close screening of applicants and its monitoring of their 
progress after loans are made. Thus, in several c^ses, the EDC 
director advised a loan recipient to feell out or persuaded the local 
lender to delay pressing for payment. 

The EDC, in 6nc instance, served as a technology commercialization 
agent. A Portland-based individual came to.the director with a 
new log skidder — a product whose potential was easily gauged 
.by the diteciior, with his experience in the lumber business, ^he 
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individual had not been able* to secure ' f inancing. The EDC director 
helped him retlesign the skidder; lined him up with ten local investors 
who provided $230»000' for financing the manufacture of a prototype; 
supplied him; with 502 financing; ^et up a corporation; helped secure 
. venture capital through a large insurance company; and contracted 
' with a local machine shop operator for the prototype fdeve lopment • 
The timber companies have expressed^ considerabl e interest in the 
machine. ^ . ' 

' 3. Facl litator . The EDC has served as a facilitator In several 
r ways. It has been a mediator between environmental and government 
interests » on the one hand, and commercial interests on the other. 
Thk EDC, for exampjl^e, engineered a. detailed tour for the state 
Water Control Board of the northwest region's most advanced pollution 

.control facilities for pulpwood mills. This tour was critical 

. • i,. , • . t • ■ . 

in securihg th-^^ Board ' s approval of the establ ishmqrtt of a large 

pulp nfill on tfhe Sacramento River. The EDC has also scfved in j 

a'^mcdiatiiig role between expansion and relocation prospects and 

local baiVics, as well as between often absentee landowners and such 

' prospects . ' * " 

U. Rural Advocnte . The EDC's director is a member of both 

the Governor * s and the Lieutenant Governor ' s Economic Development 

Commissions, the Calii^ornia Chamber of Commerce, and professional 

assoc i «it i ons of industrial dcve'lopers. He consciously servcs^in 

these positions as an advocate for non-metropolitan areas, though 

he describes his rble as voice In the wilderness.*^ H Is Assistant , 

^for example, recently testified at Icftislatlve hearings on enterprise 

s. • . ' 

zones, spoi^king f or legi r.lat i on that would be favorable to rural areas* 
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5. Planner and Grant sman . In its planning capacity, the 

EDC prepares the regional economic plan for EDA, provides grant sman^hip 
assistance- to its member counties (particularly for water and sewer 
developments), and provides technical assistance to companies requiring 

extensive environmental reviews and permits. The EDC assisted 

i' . • ■ . ■ 

the Native American. Arts Association in plai|ning and evaluating 

- ' . ■ >.ti- 

a display center on the interstate highway and initiated an EDA-funded 
study; of geothermal potential in Modoc and Lassen Counties. 

As a grantsman, the EDC has served as the applicant for many 
EDA projects including an airport terminal, a hospital expansion, 
a civic auditorium, and matiy infrastructure investments • 

6. Industrial Recruiter '. The EDC has only recently assumed 
the role of industrial Vi»^t^uiter. Throughout most. of Its history, 

.the EDC believed that Its solid offerings and reputation would 
attract the clients that It needed. With Its decade of park develop- 
ment over, however, and with Increasing pressure from the county- 
supervisors for more Jobs in response to the lumber mill closings, 
the%DC has embarked on a conscious marketing strategy. Under 
a grant from the county PIC, the Council Is designing a sophisticated 
brochure and Is In the process of targeting 50 industries for Its 

recruitment efforts. The EDC has always^ 'performed fuhctfons-^relatcd 

■ • 

' to Industrial recruitment^ such as collecting Information on available 
sites, the permit process, and appropriate local statistics. 

The EDC (and, latere the SCDC) has always operated on a lean 
budget. Until 197.9, the director was the organization's only 
professional staffer. With regional responsibilities, he is now 

lis 
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buttressed by' two other profe^lonals. ' Throughout its history 
under" the current director, the EDO's funds for administration 
were secured through Annual contributions from the local governments. 
These public donat ions , were supplemented by private **subscr ibers'V 
who donated $25 to $50 each. As the official agency for an economic 
development district, the EDC has been provided with a $65,000 
yearly grant from EDA for staffing purposes. 

Though the EDC shares mem'bershlp with local employment and 
training councils and with community college advisory groups, it 
has almost no functional relationship with those bodies. Its 
industrial development process has not included a training dimension,. 
The most important relationships h^ve been those with the regional ' 
EDA representative apd witn the region'*s political representatives, 
who have helped , secure funding through lobbying in Washington. '\ 

Assessment , * 

V The Economic Development Corporation of Shasta County (later, 
SCDC) has been successful i^n diversifying the economic base of 
a rural^ single-Industry area. It's tools have been traditional: 
a zoned and developed industrial park; access to financing; a private 
sector orientation; and support of the EDA for other infrastructure 

investments. Its results have been remarkable: 60 tenants and 
1200 employees in its IndustriaL park and more than $,12 million 
In sound loans over 11 years. 

Some of this success can be attributed to Redding*s natural 
potential as a regional center and to the area's attractiveness. 
Other factory include the early and continued support of the local 



'■ ■ - ' ' ' ■ ■' ■• • ■ ' ' ' • 

EDA representative and the . reputation and busine©i? experience of" 
the director, whose considerabl^knbwledge of the lumber industry 
enabled him to anticipate and to identify opportunities stemming 
from that industry's decline. 

Equally important to the EDGVs success has been the rfirector'.s 
preference for assisting local business expansions: "The vast 
majority of growth comes fVom within,'' he says. Thus, little energy 
has been expended on expensive brochures, recruiting trips, or 
wining and dining prospects. The director devoted his energies 
instead to offering his prospects tangible goods (loans and developed 
land) and to furthering his reputation within the local business 
community and in professional deve lopmcnt circles . 

SCDC is expected to survive the current Administration's cutbacks 
despite its heavy use of EDA Jand SBA funds in the past. PIC funds 
and increased public and private donations will probably provide 
some administrative support, and the S^A 503 program should provide 
money for loans and generate income from servicing charges. 

SCDC's continued success in the three newer member->cownt ies , 
however; is problematic. Obvious ly , EDA funding will no longer 
be available, ^s it was in Shasta County. Moreover, the newer 
counties, though possessed of considerable inatural resource and 
recreational' assets, are territories or small towns, not budding 
regional centers, and their leaders are reluctant to have themselves 
folded into a regional development effort. Despite these barriers, 
SCDC's first major effort In one of its outlying areas has 'proved 
successful so far and will be discussed in the next section. 
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ihe Burney-McCloud Revolving Loan Fund ' 
*^ Background 

Burney and McCloud are small lumber towns in north-central 
California. In September 1978, the Publishers Forest Products 
Mill in Burney closed its doors and , put 330 employees out of work. 
Fifteen months later,, the Champion Mill in McCloud closed, leaving 
340 workers unemployed. ^Today, nearly $A million has been or is- 
being committed for investment in 15 business ventures in th^ two 
towns. From 150 to 300 jobs will be created^ Such Activity is 
the result of financing provided by the Burney-McCloud Revolving 
Loan Fund — an EDA project operating under the aegis of the Superior 
Callforhla Development Council (SCDC). ' * 

Burney is an unincorporated town of about 4,000 pdople in 
eastern Shasta County. When the mill shut down, more than 700 
.people applied for unemployment Insurance a sign of the dependency 
of Burney's economy on the mill. The purchaser of the propjerty 
(Times-Mirror Inc. of Los Angeles^ was not Interested in the 
obsolescent mill, but in the 25,000 acres that went along with 
it. Only one small mill was reopened; iu required only 60 workers. 

McCloud lies 55 miles northwest of Burney in Siskiyou County. 
Like Burney, it was a one-mill town, but unlike Burney, it was 
also a true company town. V*Mothcr McCloud,'* as the Champion Mill 
was called, owned most of the homes in the town until 1968^ and 
much of the commercial real estate as well. New local investments 
have been more difficult to stimulate than In Burney because of 
a history of dependency on the company and .because the mill maintained 
possession of Its 600 acres and structures until rccetjtly. Thus, 

i2i 



of the fifteen loans made through the Revolving Lo^n Fund so far, 
only one-third have gone to NcCloud. 

Numerous actors have been involved in the BUrney-McCloud rescue 
effort. These include local groups, the union (Local, -3^64 of IWA) , 
and the Economic Development Corporation of Shasta County, as well 
as the local community c^ollege, t;hb regional consortium of community 
colleges and universities (Noi:;thorn Californin Higher Education 
Council), the Small Business Development Center at the Chlco campus 
of the University o£ California, and numerous federal and state 
agenc ies . 

The first sign of activity came in May J979 when the EDC of 
Shasta County received a plannirfig grant from EDA ||^^^vclop a recovery 
strategy for Burney» That strategy wns based on a review of all 
local businesses and of the potential for recreational development 
and possible natural resource-based investments. The review concluded 
thftt local businesses were unable to get expansion capital at current 
interest rates, and that recreational development^ was not so desirable 
as other types of investments because of its limited multiplier, 
effect. The review also identified three major investment prospects: 
an Oakland-based company that was interested in building a $5 million 
plant to extract and manufacture ethanol and alcohol for gasohol 
from forest wastes (125 employees); and two companies interested 
in mining the area's extensive deposits of dlatomaceous earth (a 
combined investment of $15 million; 150 employees). 

Though the plan was completed before the McCloud mill closure, 
the shutdown was expected and its effects were reflected in the 
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strategy. Possible investment targets IdentLfied included the 
purchase of part of the old Champion site by a^ manufacturer of ' 

1 ■ ' . • .■ . 

louvers and panels wbo was interested in expanding to the area ;^ v ^ 

(AO workers); the acquisition and remodeling o£ the old McCloud 
Hotel (60 jobs);^ the revival of the McClotid River Railroad, primarily 
for tourist purposes; and the reopenipg of three small sawmills 
in neighboring Trinity County. ' * 

The straitegy report concluded that a $200,000 Revolving Loan 

... ; ■ ^ >^'- . ■ \ 

Fund, would be an appropriate mechanism for the rescue effort. 

1 - ■ ' . ■ ■ 

^w . i ' • . 

■ - ■ ^ • V. . ■ 

The request to establish the Fund was' approved by EDA, and, after 
the mill shutdown, the Fund was expanded to $1 million. , The money 
was actually in hand si ightly l&ss than a year after the completion 
of the /Strategy report in August of 1980. 

The next major outside group to become involved was the California 
Rural Development Committee (RDC). /In January 1980 — soon after 
the McCloiid closing — the Commi'ttee decided 'that the resultant 
situation was a suitable subject for its interagency attention. 
RDC appointed a sullcommittee. for continued study and recommended 
Juhat a local community development staff person be hired, whose • 
responsibilities would include ove^rseeing the Revolving Loan Fund 
(which had already been informally approved) and coordinating needed 
human services and, training. The position was financed through 
the rural devlplopm^nt ii^^. of, the state CETA office; ' ^ . 

• The local ccrWnunity college (in concert* with the Northern* 
California Higher Education Council) sponsored a Chree-day workshop 
in McCloud in\june 1980. "It providejd instruction in job-search 
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skills and career plannitig arid "presented a listing of all jobs 
available within a 300-rnile radius. The workshop was timed to 
coincide with the expiration o^ the mill workers' unemployment 
benefits. Sixty former mill workers participated, and A6 returned 
for a foliow-up session She month later. The community college 
consortium also undertook a study of the feasibility of incorporating 
McCloud. The Small Business Development Center at the university 
in Chico provided Burner with a study^ of retail sales leakages ^ 
7^ and an engineering review of its sewerage problems . the Center 

also assisted the Northeastern .Shastav Local Development Corporation 
(based in Burney) with its. incorporation in January ^1980. 

Another important actor was the McCloud River Railroad. Running 

* ,)> ■ • . . 
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. between Burney a^d McCloud and previously used by both Champipp 

..arid Publisher ^ills, the railroad was deeply interested in attracting 

new business into the area. With considerable support from local 

politicians and SCDC, it successfully competed' for a $1.2 million 

grant from CAL-TRANS (the state' s transportation commission) to 

repair the rail line. The railroad has financed the publication 

and distribution of a glossy promotional Jjrochure for the area, 

and it donated 18 acres to the Burney Indjjstria^l Park. The railroad 

/ has also become a major investor in on^ of the firms interested 

in mining diatomaceous earth. r ' 

• • . . ■ * ' . ■ 
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, ' The Revolving Loan Fund ► ' ' ^ 

. Under a $45,000 grant from the state CETA of f ice , a staff 
person was hired in September 1980 to administer the Revolving 
Loan Fund (I^LF). SCDC had o^e primary hiring condition: that 



, ^the person be local, "someone who can. tell the winners from the 
losers." A former shipping agent from Publishers Mill was hired; 
aiid offices were set up in both Burney and McCloud. SCDC provided 
the training it thought necessary; additional funds were set aside 
for consulting adi^ice from accountants, attorneys, and engineers. 
Several criteria tobe used in making loans had been set out 

in the grant application. The applicant had to supply two-thirds 

• • * ' . . / ^ ■ • - . 

of the necessary money and had to promise^that at least one job 

> . ■ .\ 

would be created for each $10,000 of EDA investnfg^t. SCDC staf f ^ 
were also careful to ensure that the Loan Fund/contributed to the 
diversif lection of the local econbmy , that it resulted in the reemploy^ 
ment of dislocatyid workers, and that it centered on the use of; 
l&cal skills and natural resources. 

More than 1500 gi^oups and indlvicjuals hSve expressed interest 
in receiving help from the RLF. Requests for loans have been rejected 
primarily for two reasons: inability of the applicant to provide the 
two-thirds match; and lack of understanding of or interest in the lob 
creation requirements. Many applicants merely wanted money for 
refinancing. . Staff are quite cautious, particularly with appl icants 
about whom there are unanswered questions. Thus in the case of 
one of the companies interested in 'fining diatomaccous eatth^ tlife^ 

' ; ■• ' . • ' ' \ ^ 

Executive Committee of SCDC (which served as the loan committee) 
took two months to make a decision, even after personally interviewing 
*the company president from Denver and securing a first trust deed 
on 2,000 acres of the company's land. 

The fifteen loans made from September 1980 through July of 

* • ■ ■ ■ ' 

1981 account for approximately $750,000 of the million-dollar fund 

V , ■ ' \ 
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and involve .15 separate recipients. The loans rangQ in size from 
several thousand dollars to a former logger who opened a porcelain 
finishing business to' several hundVed thousand dollars to an individual 
who plans to mine crushed lava rock for use in landscaping. Some 
of the 16aiai, recipients, plan to use scrap forest products in their 
new operations: boxing kindl ing , making posts from sawshop thinnings 
and chips, manufacturing wood pellets. Other recipients plan more 
Conventional service businesses:^ expanding an office cleanings ^ 
operation; remodeling^ hotel restaurant and bar; expanding a general 
merchandise store; and the like. An ex-millhand wants to start 
a lo^^g-haul trucking operation; a ^fuel distributor wants to convert 
auto engines to use propane gas. 

The loans' are for short terms — one to seven years and bear 
low interest rates — seven to ten percent. Most of the recipients' 
two-thirds matching contributions^ have come firom local banks , though 
some have come from personal sources. In one case, the PIC of 
Shasta County is involved in helping to finance a small loan. 

Assessment 

Burney and McCloud are small towns, weakened by the closing 
of their' primary employers, isolated fifom major cities and economic 
activity. Yet the Burne'y-MjQCIoud Revolving Loan Fund has been y 
successful beyond expectation in finding interested and qualified 
customers for its money. In the first six months, more than $500,000 
in loans had been committed. And* in the first year, more than 
1500 people expressed inrterost in the Fund. The low interest rate 
offered is one obvious explanation for the popular ity of the program. 
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But the volume of activity generated belies much of the conventional 
wisdom about the lack of initiative and prospects in rural areas. 

Another important reason for the RLF's success in attracting 
customers is the accessibility and local knowledge of the chief 
staff person involved* Over the year, his role has evolved from 
that of loan packager to that of serving as a full-service business 
assistance center. ^ 

Another reason for the RLF's success has been the loan committee* 
innate sense' of what was appropriate: thought mining firm that 
might hire hundreds of workers was a very attractive prospect, 
small service businesses that could hire just a handful of people 
each were also viewed as important resources for job creation in 
these small towns. 

Obviously, it will take many years if the RLF is to generate 
sufficient investment for re-creating the 700 jobs lost in the 
mill closings. At this point, most of the Jobs that have been 
created pay less than did the unionized jobs at the lumber mills. 
There is also some question about howmanyof the jobs that will 
be created will be filled by displaced mill workers. For not only 
does the area have a considerable population of qualified in*^migrants , 
but-many of the loans are going to snrall businesses which require 
a fairly high degree of management skills. v . 

Criticism has also been leveled at ^CDC for not using the 
state CETA grant to link up With training and other services for 
the^displaced workers. These critics believe that staff time was 
spent solely in administering the Fund and not on the broader range 
of activities envisioned by the Rural Development Coinmitteei 
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Regardless of its shortcomings, however, the RLF is' assuredly 
creating Jobs in Burney and McCloud, both in small businesses 
and in manufacturing and mining concerns using the natural resour^ 
base of the area. 'Gi'ven that dollars from the Fund will repeatedly 
be ploughed back into the community, the Rcvolvftig Loan Fund seems 
* an effective and efficient method of job creation. 

Areata Economic Development Corporation * 

' Background • 

Areata is an old lumber and fishing town of 13,000 people 
on the California coast about 275mi^cs north of San Francisco. 

It is the home of Humboldt State University, and it is the fastest 

* ' -«■ * 

growing town in Humboldt County. Just over ten miles from the 

'• * 
larger city of Eureka, it is also close to Redwood National Park. 

Like mu.ch of northern California, Arcaua has been hard hit by numerous 

lumber mill closings and by the expansion of the Park. The area's 

transportation facilities are weak. Harbors are small, and the 

surrounding mountains inhibit rail and road systems. Two years 

ago, an air line strike, the collapse of ' a railroad tunnel, and 

a rock slide an the major highway combined virtually to cut off 

access to the region. 

A 502 Local Development Corporation, the Areata Ecotiomic 

Development' Corporate on (AEDC) , was formed two, years ago, primarily 

at the prodding of the state's Office of Local Economic, Developmiant ; 

The state Office prepared an economic strategy tor Areata , chief ly 

in response to the economic problems crei^^d by expansion of 

Redwodd National Park. Finding; sympathed c local officials in 
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Areata, the state funneled over $1 milllcjn into AEDC, primarily 



in EDA funds, , to support staff and to provide the Infrastructure 
for an industrial park. With the state's help^ AEDC also received 
a four-year, $1.25 ini'lllon grant from the stateii^s competitive Small 
Cities Commutiity Development Block Grant program. The CDBG grant 
has been usTed tt> purchase land for the park, for housing development, 
for staffing AEDC, and for an industrial *'mini---loan'* program. 

AEDC initially had the support of a variety of institutions 
in the community . The Redwood Community Development Council 
helped with the incorporation and paperwork process; the city*s 
planning department provided staff for AEDC's first eight months. 
Both the Chamber of Commerce and an alternative business organization 
are represented on the board, as are the CDC and, timber, energy, 
Industrial, and environmental interests. AEDC is staffed by a 
director (the city's former assistant planning director), a housing 
officer, and a loan officer. 

This year, AEDC received a grant from the state CETA office 
to assist other towns in Humboldt County to establish and operate 
LDCs. The Humboldt County Private Industry Council has also supplied 
funds for use in developing a marketing stra-tegy. 

Activities 

AEDC activities most relevant to this study fall into three 
categories: , pactcaging loans and financial assistancl^ for. small 
businesses;' developing an industrial park and an >^rts center ; ahd 
marketing the park and the center. Additionally, AEDC has been ^ 
active in housing rehabilitation, developing coope'rat i ve ly owned 
housing, and assisting smaller and newer LDCs. 
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li Smal/ Business Assistance / To date, AEDC has made ten 
loans* The largest loan was to a food market and was made with 
EDA 304 funds. Three loans Involylng 9a percent SBA 502 . 
guarantees have been arranged — for a pet store, a mobile 
home center, and a fabrics store. The guaranteed! loans 
ranged from $39,000 to $144,000; AEDC contributed approximately 
eight percent of each package from its CD^G Vmirti-lonn" fund. 

The mlni-lo^n program involves a 1^200,000 fund for use as 
loans of not.more than $10,000 eacli. This resource is primarily 
targeted for expansion of small, local manufacturing concerns. 
The focuc on manufacturing, says the director, comes from the belief 
that such support can create the greatest value-added and thus 
•'import income to the county." So far, approximately $60,000 of . 
the mfni-loan fund has been invested, and almost $750,000 has been 
•leveraged in private funds — a very respectable 1:12 ratio. Mini- 
loans have gone to a janitorial service, a five-year-old sporting 
gopds maruifacturcr , and to a new business that is developing children 
radio shows and cassettes for childreji*s books. Despite its level 
of apparent Visk, this last effort was approved ..by AEDC because 
several of the- partners were perceived to have good business back- 
grounds, a ''good** lawyer was involved, and the loan package "showed 
a lot of thought." The business is currently trying to expand 
its market to 'Portland and San Frnnclscd radi o ^tat ions . 

About half, 'of AEDC's loans will go for the const r\Jction 'of 
ilew facilities, and half for working capital. Most of the ^businesses 
a5.4isted arc family-owned firms or partnerships. It is estimated 
that 50 jobs have been created or saved by tlie ton loans made so far. 



2« Developmont > In addition to its packaging and financing 
role, AEDC is involved in developing a 50-acre industrial park. 

The space is intended for large company expansions or branch plants; 

't ■ ■ ^ f ' 

no sniaYl parcels or **incubator spaces*' are anticipated. The director, 

pointing out that smaller sites are available elsewhere in the 

city, explained that AEDC doe*^ not want to compete with the private 

sector. 

Another project that AEDC is developing is the Pacific Arts 
Center Barn Project. A city revenue bond program furnished the 
funds for purchase of the land and a building; the necessary rehabili- 
ration, however, has not yet begun, since AEDC planned to carry 
it out with EDA funding. 

3. Market Irlg . Recently, AEDC has undert|l^a an attempt to 
.market the area as a location for high-technology electronics assembly 
•firms. The PlC-funded effort ^has involved advertising in the W^l 1 
Street Journal » In San* Francisco . and Los Angeles newspapers, and 
in national trade journals for site developers and the electronics 
industry. Color brochures have been mailed to 1,200 selected firms 
which might be interested in relocating. The director of^AEDC^ 
pointed out that Humboldt County is one of only three areas in 
California that is advertising in national publications. 

Assessment 

The. Areata Econamic < Development Corporation has been supported , 
by tuyds from EDA, HUD, the county PIC, and most recently, the 
state CETA office. has used these funds both for traditional 

find innovative development activities. Its emphasis on an industrial 
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.park and the recruitment of branch plants is complemented by the 
provision of financial assistance to small, local businesses* 
particularly small manufacturing enterprises* Though its major 
marketing efforts matcl^ the activities of most industrial developers , 
its attempts to market collectively the works of local 'ai^ists, 
particularly those with the potential for small manufacturing spinoffs, 
Is unconventional. It should also be noted that its > traditional 

Industrial recruitment efforts involve careful targeting. / 

,> 

This mix of externally oriented nnd locally based resource ^ 
dcvelopmcnl strategies is not nccessdriiy acceptable, to nil major actors 
in the area. The Redwood CDC, for example, believes that the original 
intent of the Industrial park was a much ;broadcr one, one that 
would have welcomed cooperatives and warehouses as tenants as well 
as branch electronics plants. There is also debate w\^thin'the 
.community over the dcs 1 rab i 1 i ty of seeking Si llcon Valley-type 
relocations. . . 

Much of the success of AEDC in its short career to date has 
•resulted from the support of the California OiCice of Local 
Development. That Office's efforts helped to initiate the local 
organization; and it^ encouragement helped secure the EDA and CDBG 
fujiding. y ^ , ' ^ 

As for assisting the creation and 'deve lopment of smaller LDCs 
in the county, A£DC believes that this purpose could be better 
served throu]Rh a courity--)evel staff. ' , '' 

Perhaps the major question concerning the effectiveness of 
Che Areata Economic Development Corporation in helping ^to provide 
a more diverse and secure economic base, for the community is whether 
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It has sufficient staff to cover the wide range of activities' it 
is now involved in., Other questions also suggest themselves* 
For example, is financial assistance being furnished to as many 
local businesses as are capable of creating more j<^b opportunities? 
And, if not, do the effbr'ts to recruit outside electronics firms 
make sense, especially in light of similar efforts of other states 
and cities and of the natural resource base of the North Coast? 

AEDC*s funding base seems relativeliy secure despite the demise 
of EDA^programs. It is considering applying for SBA 503 status, 
and it expects the county to participate with it ^in packaging 
industrial loans once the California Industrial Revenue Bond Au^thority 
is authorized to act by the State Treasurer. It appears likely 
,^jto continue receiving Community Development Block Grant funds, 
and its mini-loan program, based on a revolving fund, will continue 
to generate dollars for limite<^ investments. Payoff on the itiajor 
investments^ — the industrial park — is, of course, a question f 
that only the future can answer. s , 

The Business Support Center 

Background 

The Business Support Center is a project of the Redwood Community 
Development Couricil (RCDC) in Eureka. The Center's purpose is 
to* provide technical assistance in the /ircas of management, financing, 
planning, and accounting for both new and existing sft>all businesses 
in Humboldt County. Staffed by^ a director fiind an assistant, the 
Center formally opened its doors. in June 1980, funded by the Humboldt 




County PIC. In it5' first year of operation, the Center made contact ' 
,with almost 200 businesses and provided technlcarl and financial 
assistance ^nd other services to 68 of them. 

The Center's director was previously an accountant for RCDC, and 
before that she was treasurer of a dry kiln business in Los Angeles. 
As RCDC accountant, she volunteered to help a small redwood-bui Idi^ng 
manufacturer package a loan. At that time, she knew 1 i t^_l^.^*«r^out 
business planning or management, marketing, packaging, or financing. 
She wiis, however, an able accountant. Convinced that a source of 
assistance for small local businesses was needed, she and RCDC 
secured $55,000 from the PIC to begin the Center. 

The Business Support Center provides four general types of 
assistance: (1) counseling on management skills, ownership strengths, 
.and financial prospects; (2> technical assistance with specific 
business problems; (3) assistance with loan proposals ;'\ and (A) 
evaluation and follow-iip. The assistance process generally begins 
with a weekly, four-hour workshop on the basics oC starting and 
'operating a business. The first workshop serves to wcejd out the 

less-rthan-commlt ted by requiring part Ic'ipants to prepare a resume, 
a personal financial statement and family budget, a business plan, 

a project operating strategy, and a list of project start-up costs 

for the next meeting. ^ 

The Center, also conducts workshops on topics sugf,ested by 

local businesses: bdokkeeping and accounting basics, indicators 

for avoiding business failure, management of sales employees. 

Less conventional workshops have also been held. Including one • 

for nonprofit organizations on setting up for-profit businesses*, 
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38 agencics^attended. ^The workshops employ faculty from Humboldt . 
State University, local businesspeople, and experts from such organi- 
zations as t'he National Economic Pievelopment and Law Center at 

Berkeley. ' 
^ • * . 

The Center has; developed a productive relationship" with the 

business faculty at Humboldt State. Jlecognizing that academics 

and s^all businesspeople ofterrha^^e difficulty communicating, the 

director always sits in on the sessions to serve as an intermediary. 

Faculty participants are paid on a consulting basis, as are other 

participants whose special skills are required. 

Almost half the" Center's clients have been service businesses; 

the other haK has consisted of a fairly even mixture of retail, 

wholesale, and manufacturing firms and of a sprinkling of cooperatives 

.and R&D companies. The proprietors of the area's more established 

-businesses were at first reticent to approach the Center. Word 

s 

of effective assistance slowly/spi^ead among that group, however, \^ 
and since then the flow of clients has been steady. 

New businesses assisted by the Center have included a hardwood 
mill, a carbon plant, a firm manufacturing a tree-support system for 
orchards, and a packhorsc rental company operating In Redwood National 
Park. A successful experience with an existing business involved 
a downtown drugstore which had been hurt by the opening of a new 
mall. The owner approached the Center for advice about paying 
off her original l,oan. She was In a poor cash position / aiid her 
bank was unwllllog to refinance a burdensome trust arrangement. 
The Center brought In a marketing gxpcrt from Humboldt State who 
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\ ' ^ , . ^ 

decided that the drugstore • s beist potential lay in providing highly 

personal i zed jpharmaceutical services to its clientele rather than 

in continuing' its attempts to offer the wide range of merchandise 

available at a chain drugstore. On those ground$y the Center persuaded 

the bank to extend its original loan, and the business is also 
*' ' • ^ > 

Seeking additional assistance from SBA. " 

The Bus^iness Support Center has no financial • resources of 
its own. Though most of the staff efforts have involved providing 
technical assistance, staff have also helped clients arrange financial 
assistance through the SBA, the Redwood Regional Economic Development 
Corporation,: AEDC, and 'local baj[iks. " - 

The Center 'maintains working relations with a broad range - 
of programs and institutions — ^ Humboldt State, the Areata Economic 
'Development Corporation, the Redwood Regional Development Corporation, , 
the United Indian Development Assoctatio^, and, of course, the 
banks. The banks were uncomfortable at first with loan guarantee 
programs, but they now refer clients to the Center for help with 
loan packaging. ♦ 

# 

Assessment 

The Business Support Center has been providing a needed service 
In Humboldt County. Expressions of Interest from nearly 200 businesses 
within the first year of operation testify to the nee<l. Another 

Important point is the relative simplicity of the Center's service: 

* fl 

highly quarifiod technicians are not needed to salvage or start 

businesses. Rather, a sound process for weeding out poor prospects, 



a sympathetic ear, a knowledge of business planning and packaging, 
and an ability to ascertain when more technical advice is needed 
are Che essential ingredients. Many of these skills can be. self-taught 
or acquired i^ith a minimum of assistance from experienced practi- 
tioners^^ — A-btidget—of— $^ , 000 Jias --b€^nv S4if £i ci ent t o support the 
Center's staff ^and'^^to'purchase help from consultants. ^ 

The Center' s , director was able to win over local bankers and 
the leaders of other established institutions primarily through 
patience and persistence. Her business background, of course, 
was helpful, and her status as a near-native made it easier for 

local businesspeople to^ seek oxit her help. This accessibility 

' ■ . . . i 

was enhanced by the Center's physical location in the CDC office. 

The diredkpr believes that the Center's affiliation with the 



..CDC has been a source of both strengths and weaknesses. RCDC has 
imparted to the Center a sound knowledge of the community , and 
it/ has served as 'a source of inspiration and idieas. On the other 
hand, RCDC's activist stance against the use of pest icides by tfie * 
^timber companies has made the Center's work with, the business community 
more difficult. . ^ • 

The Center's relationship with RCpC is academic at this point, 
however, sincajthe relationship ended recentl^y when RCDC merged * 
with *ia new community action agency. The Center isf assuming an 
independent status with respect to structure and support, and its. 
PlC-provided funding has only six months to^run. 

The Center is faced with the necessity of charging .fees 
for assistance provided. This matches thePIC's belief that 
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the Center should be self-sufficient. The ditector, however, feels 
that under a fee system, the Center would no longer be able to 
help many businesses which, need assistance. Still, no other alterna- 
tives for funding have been advanced, nor have alternative means 
_o£_hou sing -the Center been suggested. , , 

Pn sum, the Business Support Center has demonstated that a . 
simply constructed technical assistance program stressing packaging 
and planning) with access to analysis and marketing resources, 
can *play a useful role in a community. Unfortunately, the problems 

of suitable housing and financial support for the program rerpain 

■•> «. . ■ ' 

urTanswered, even as .the Center * s remaining time is expiring. 

•■■*•■ . ' ' '" ^ ■ , 

The* Forest Improvement Center f " : 

Background 

LIrke the Business Support Center, the Forest Improvement Center 
is a project of the Redwood Community Development Council in Humboldt 
County. Its purpose is to frain workers, contractors, and forest 
landoWers in the techniques of forest regeneration and in the 
acquisition and use of available state and federal subsidies for 
that work." 

Humboldt County has been stricken by a wholesale loss of forestr 
jobs. Unemployment is currently at 14 percent, and timber jobs', 
in 1979 numbered only 5800 — down from the 13,200 level of /wenty 
years before. The area has also seen the failure ot a massive 
infusion of federal dollars intended to provide displaced workers 
with new skills and jobs. The Redwood RmployGo. Protection -Program, 
in response to the expansion of Reidwood National Park in 1978, 
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provided displaced workers with more than $20 millioii in benefit 

- ■■■■ ^ . r 

and severance payments. Despite .the available (.dollars, only 10. 

". — 

"percent of the displaced workers availed themselves of the educational 
and retraining resources. The problem was obviously not one of 
money, but of the lack of local institutional capacity to respond. 

The Forest Iinprovement Center was founded in January, 1979 when 
local leaders realized the potential for the creation of Jobs. that 
lay in the enofmous tracts ()f publi^ lands which required huge 
amounts of labor-intensive improvement and rehabilitation. Indeed, 
Redwood National Park alone had a budget of nearly $^0 million 
for (erosion control and rev^getat ion. Yet no work force sufficient ly 
skilled and specialized for the work was available. 

The initial phase of the Center's work was financed by the 

/ state CETA office. ' In its first year, the Center developed a seven- 
- . . t. ■ 

rrtonth training curriculum (and a 200-page textbook) for forest . 

improvement technicians. The Center also negotiated a five-year 

agreement with Redwood National Park for use of the Park's land 

for model watershed rehabilitation projects. 

With CETA Title VII funds from the county, the Center began 

its trailing program in June 1980. The goal was to produce graduates 

who wouTd serve as crewleaders and independent contractors in forest 

rehabilitation work.^ Tra inees received instruction at a local 

community college and at the Center in such areas'' as watershed 

dynanjics, contract bidding, business managiement , crew organization 

and worker re|.ations, and job-search skills. On Park lands, trainees 

got hands--on instruction in safety, tool use and maintenance, erosion 
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control, revegetat 4on, trail construction, stream clearance, mobile 
mill work and salvage utilization, wopdlot maintenance, seed cone 
coll-ecti'on, and seedling nursery ope-rations. The program ^stressed 
the advantages that would accrue to trainees who . established indepen- 
dent businesses or cooperatives. One such cooperative, involving 
^six trainees from the Center's second training cycle, has already 
sen formed. 

■ . . . ■ ' / 

The Center also worked with established contractors who could 

hire the newly trained workers. It compiled '^The FlC V/orkline," 

a current I istr of operating subcontractors and trained workers, 

and it provided contractors with weekly listings of government 

contracts to be let, including maps and specifications. Up-to-date 

infbrmation on technical innovatibns in the field was supplied 

to practit idn€;,rs, and business assi stance, was arranged through 

the Business Support Center. 

The Center offered its services to the many small landowners 

who hold approximately one-third of the area's forest land, but 

who actively manage little of it. These small landowners are eligible 

for both state and federal cost-sharing programs and tax incentives 

for forest management and improvement work. The staff has promoted 

those progran^s and its services to the small landowners through 

mailings and through workshops at the local community college. 

The workshops covered forest improvement projecjt planning and proposal 

writing and included an assessment of the state's new Forest 

Improvement Practices Act . The Center alsQ staged workshops for 

♦ 

contractors and forest workers on erosion control, seed «onc 
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1?^ ' ■ ■ ^ ■ 

collection, and forest Improvement contracting as a means of expanding 
the number of trained workers beyond the twenty participants in 
the Center's formal training program. 

■ ■ \ ■ " ■ ' . ' • ■ . ■ 

Assessment ' '■' 

In Its more thah two years of operation, the Forest Improvement 
Center has developed an extensive curriculum for training workers, 
contractors , and landowners in' the use of available methodologies 
and government resources for the regeneration of local forest lands. 
The developmental phase of the^-^p^ogram was funded by the state's 
CETA office; the first two training cycles wefe supported by the 
countj^ PIC. No new funds, however, have been found to continue 
the program in its current form. Staff members hope that the community 
college will continue to offer the for-credit worjkshops that were 
developed for landowners, confcrac;tors , and forest workers. 

The Center is notable for its broad focus. It did not simply 
attempt to trlain workers in an area in which demand was expanding; 
it attempted to expand that demand even further. Careful research 
at project start-up identified the crit ical actors : the many small 
landowners eligible for, but ignorant of, av/iilable government 
subsidies; the small contractors, lacking information about available 
work, business skills, and skilled labor; and the unemployed, often 
displaced workers, familiar with the forest but not trained in 
the techniques for regenerating it. The Center realized that job 
creation is a pro^^^of outreach, education, and faci 1 itation , 
as well as one of training. 
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The Forest Improvement Center also seeics to couch its program in 
the larger context of the community's mill-closing problem. It 
helped prepare a proposal to the state CETA office for funding 
for a local worker displacement *c6nter/ which it hoped it could 
employ as a pool for trainees for, its forest improvement training 
center. The displaced worker cent^ was funded, but the Center's 
forest training program was not. Staff worry that essential job 
creation aspects of helping displaced workers will be lost. 

Another .interest ing aspect of the Forest Improvement Center's 

program is its emphasis on training workers to operate their own 

business or to join together in cooperatives. Staff realize that 
■* - ■ ' i 

forest regeneration work, since it is highly labor-intensive i is 

■i 

well suited to small, independent contractors. Consequently trainees 
are provided instruction in management skills and are referred 
.to the Business Support Center for. assistance if they should wish 
to start their own firms. ' 

The Forest Improvement Center provides a model job creation 

effort that considers all sides of the supply and demand equation 

^ . 

and concentrates on a work-area in which skilled labor, rather 
than extensive capital, is required. One might assume that, given 
sufficient time, community support would develop for institu- 
tionalization of the Center's training programs in the community 
college. Staff would also like to see intensive training offered 
in stream rehabilitation, hardwood processing, lumber marketing, 
and housing rehabilitation in addition to reforestation — all 
areas In which staff see a growing demand nnd also a productive 
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use of the regioh's resources. The opportunities and experience 
for a broader effort of that sort are in place in Humboldt County; 
the money Is not. 

The Mendocino Fisheries Improvement Program 

Background 

The Mendocino Fisheries improvement Program is a unique and 
successful vehicle for creating Jobs through the restoration of 
a depleted natural resource base. Operated by'the Center for Education 
and Manpower Resources (CEMR), a private nonprofit re^search and 
demonstration agency based in Ukiah, the program has evolved from 
a CETA-supported reforestation effort to'a stream clearance ^"^^^ 
wood salvage operation financed by both large timber companies 
and state funds. 

Like other counties in coastal , northern Californiai Mendocino 
County has been hit hard by the declining timber indu-stry: In 
1950, one billion board feet were harvested in the county; by 1980, 
this figure was down to 330 million. The stands of first-growth 
redwood and Douglas fir are nearly gone, and unemployment has risen 
to sixteen percent. ' ' 

Timber, however, is hot the only depleted natural resource 
in Mendocino County. The native population of anadrooious salmon 

/ 

and steelhead trout, quarry for commercial and sport fishermen 
alike, has declined drastically. The decline is due in lar^e part 
to the blockage of streams with debris which has been deposited 
as a result of timber harvesting. Blockages of this sort have 
cost the area more than 1000 miles of streams which were once usable 
by salmon and stcelhcad. 
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The Mendocino Fisheries Improvement Program grew out of three 
sets of circumstances. First, county officials, poncerned about 
the decline of the. fishing industry, were using CETA PSE funds 
to support four employees at local ftsh-rearing ponds. Second, CEMR, 
an operator of CETA programs since 1975, was operating a joint 
reforestation, trail construct ion, and woodwaste-^'utilization training 
program for PSE participants. Finally, the director of this PSK 
program was an ardent salmon and steelHcad fisherman. 

In the winter of 1978, the CEMR PSE program was looking for 
new projects. At the suggestion of one of thp'county's four large / 
timber companies, CEMR undertook a stream clearance effort on the 
company's property. The implications of such a project quickly 
became clear to the dedicated fisherman running ^the project, and 
he persuaded the county to combine part of its state CETA grant 
with CEMR funds for a broader stream clearance effort. . 

At that time, stream restoration was more a concept than a 
common practlcp. CEMR forged ahead, however; working with the regional 
office of the California Department of Fish and Ganife, it selected two 
coastal watershed systems as Initial project sites. The streams 
selected for the early efforts lay entirely within the holdings 
of large timber companies, since project staff realized /hat coprdi- 
nating their work with a large number of small landowners wotjld 
have been difficult. The director already had a working relationship 
with the Masonitc Corporation , so the twenty trainees,, using only 
their backs and hand tools, began work on that CKirporatlon* s property. 

In 1979,^ the project was expanded to four crews and. nearly 
one hundred workers on receipt of a YCCTP grant from the state CETA 




office and of additional local PSE furids^ Though mpst of the labor 
was still performed manually for reasons of ecological protection, 
use of hand-operated winching equlpnient had been allowed by the 
Fish and Game staff. . ' 

C^MR was also working on the political front to secure further 
support for Its stream restoration efforts. The county received 
an award from the National Association of Counties for its involvement 
in the project. A, sympathetic politician was elected to the State 
Legislature, where he helped initiate SB .201, a state law acknowledging 
the value of salmon and steelhead resources and instituting the 
Renewable Resources Investment Fund , whtch was capitalized in the ' 
fall'of 1980. In 1980, pB 201 funds, administered by the Department . 
of Fish and Came and funneled through the . county replaced state 
CETA funds for support ot the stream clearance project. 

At that Cime, CEMR also began developing a related project 
centered on utilization of the redwood stumps and other timber 
debris removed from the streams. Hoping to increase the productivity 
of the clearance and salvage efforts, CEMR received permijssion 
to use more mechanized equipment . CEMR also received CETA Title VII 
funds to assess the market for redwood products and to train operators 
of small, private firms both for salvaging redwood and manufacturing 
redwbod products. CEMR even leased a §^all sawmill facility and 
spun it off for private operation by a partnership of fiVe former 
trainees and one supervisor in April 1981. The partnership Msed 
personal financing to take over the oprrati^n, and CEMR provided 
management assistance . 
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Today, supported entirely by Fish and Game funds, CEMR is 
operating three mechanized crews of* five persons each in its stream ' 
clearance project. The crews are now working on lands held by 
all four of the major timber companies In the county. CEMR staff 
have been called on by thd companies for advice on Including stream 
/clearance components In corporate harvesting plans. The Department 
of Fl^h and Game has asked CEMR to study methods for counting salmon 
populations and to develop a training program br^sed on those methods. 
CEMR has other ideas as well: spreading the restoration model 
to five-other counties with endangered f Ish popula't ions , constructing 
**flshways** to spawning areas, and creating political support for a 
tax Incentive which would allow the timber corporations to write 
off stream restoration expenses. 

Assessment \ t 

CEMR's Fisheries Improvement Program has consciously tried 
to create a middle ground between the county's rigid preservationists 
and its corporate timber interests: a middle ground called •'resource 
restoration." This concept involves maximizing the productivity 
of forest lands and streams through careful, multiple-use management 
and through^repairing damages wrought in the past by careless 
harvesting practices. It calls for careful coordination between 
the public and private sectors, and it involves the farsighted 
goal of creating jobs that arc no longer tied to the harvesting 
of declining resources. 

CEMR's careful pursuit of this middle ground Iwis involved 
cult Ivat ion of contacts with the private sector and detailed 
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calculations of the public and private profitability of an increasingly 
productive effort. Credibility with the four local timber companies 
and with the Department of Fish and Game took time and patience 
to build« To convince government officials and legislators of 



the finahctal feasibility of stream clearanc^ o^eration%, "^t^^^ 
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has calculated how taxpayer investments in stream clearance can 
be repaid through revenues generated by the sale of redwood t the 
expansion of the fishing industry and the employment of previously 
unemployed rworkers • 

It should be pointed qut that part of CEMR* s , success in persuading 
both public and private actors^of the advisability of stream 
restoration rests with the widespread local interest in sport-fishing. 
Th^ Masonite forester, the Fish and Game official, and the CEMR 
crew member all want a healthy steelhcnd and salmon population 
for purely personal reasons. This interest has cut across many 
lines of potential conflict. 

CEMR's notion of job creation hins changed o^ver its history. 
At first, it believed that jobs for graduates of its reforestation 
' and stream clearance projects^ should be found with private companies. 
It discovered, however, that many of the large timber companies 
were not interested in diver^^j^ying their activities to include 
stream clearance. CEMR thus began its two-pronged effort to develop 
a permanent source of public support and to spin off small contracting 
^ and manufacturing businesses. The latter strategy has been hi^^tiptred 
because of insufficient technical and financial assistance for 
the spin-off firms. 
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Also notable in CEMR's approach is its constant reassessment 
of project activities and technologies in order to meet more closely 

the needs of the ..timber companies, the Department of Pish and Game, 

■ » 

and the public at large. The idea for stream restoration, for 
example, followed CEMR' s discovery that the marke,t for woodwaste 
products was easily saturated and that woodwaste reclamation did 
not clic.it strong support from the major corporations. The addition 
of a redwood salvaging and manufacturing component followed the 
discovery that there were significant amounts of redwood to be 
reclaimed from the streams. And the project's technology has 
completely shifted from Che initial emphasis on hand tools to the 
use of powerful boom-trucks and power winches — but only after 
the power tools were certified as environmentally .safi;. 

CEMR's accomplishments are substantial: It has created the 
demand for stream clearance, prodded and elicited a permanent funding 
source for the activity, legitimized the activity on major private • 
and public fronts, and ' deve loped a corps of trarined .workers and 
a system for training more of them. A good showing, we believe, for 
a three-year effort. 

Northern California Higher Education Council 

Background 

The Northern California Higher Education Council is a consortium 
of Institutions in northern California — six community colleges, 
California State University at Chico, and the University of California 
at Davis, Formed In 1972, Its CuncLlon Is to coordinate and broadcast 
the educational resources of this rural region, primarily through 
program planning and curriculum development. 
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In the fall of ^977^ the Council received a grant from the 
fiCate CETA office to determine how connnuriiicy colleges could best 
contribute to the economic development of rural communit ies • The 
activities sparked by this two-and-a-half ycat* project are the 

subject of this section. f 

< ■ . "■■ ' • 

• ^ Economic Development Activities 

'The Council's rural economic development activities are best 
discussed in a four-phase framework. 

Phase I « In 1977>and 1978, four of the member community colleges 
held cpnferences to increase public awareness of rural development, 
issues, to stimulate identification of. specific development oppor- 
tunities for communities, and to ensure the commitment of. the colleges 
to leadership of specific projects. Before the conferences, faculty 
and students from CSU^Chico had surveyed local attitudes, conducted 
studies of speci fic local issues, and prepared case studieT^f|pr 
discussion at each conference. At Feather River College in Plumas 
County, for example, the case studies involved such matters as 
a specific violation of the California Forest Practices Act, the 
quality of water services in one town, and lot-spl i t t ing or "A X Aing. 
At the College of the Siskiyous, discussion focused on the expansion 
of ski facilities, mobile home deve lopment , and the diversion of , 
a river for agricultural use. At Lassen Community College, the topic 
was the gcotbermal potential of the area. Council staff felt that 
the conferences were successful in increasing public awareness 
about the existence of real choices, necessary trade-offs, and 



the power that local people can have In deciding which types of 
economic development to pursue* 

After^he conferences, a cboYdinator at each col lege worked 
with a local advisory committee to identify ideas for economic 
vent,ures consistent with the criteria established at the Conferences. 
Students from CSU-Chico collected data for the OEDP Commit;tees 
of four counties and prepared a computerized data tase of economic 
indicators for the entire twelve counties in the CounclPs domain. 
But no specific idcali for projects that could be implemented at 
each college and replicated at others captured the fancy of the 
advisory committees or the commitment of the college adminlstrratlons . 

Phase IT . Very little happened in the project's second phase. 
The Council considered working further with the County OEDP Committees 
and training local planners to use the da^a base that the CSU-Chlco 
students had prepared. Two special workshops were held for local 
officials on water an^d sewer facilities,^ and the colleges were 
asked to host the SCORE program, so that its volunteers would be , 
more accessible to l«cal businesses. The general lack of action 
and the passage of Proposition 13, which diminished the colleges' 
Interest In developing new programs and* In enlarging thieir cofnmunlty 
service mission, prompted the development of a new strategy for 
the third phase of the project. ^ 

Phase III . The new strategy involved transferring" responsibility 
for the project at each campus from a local coordinator to the 
Dean of Instruction. Rather than trying to generate an economic 
development project involving diverse elements and resources of 



th€ pofflmunity, th)e Deans vere Instructed to initiate tangible, 
Vocationaljly oriented*: pro jepts* ^ Thus ardse the Lassen College 
Forest Resource Center , the Yuba Ct>l lege Small Farm Project, thie 
Housing Rehabilitation> and Training Program at > the Col lege of the 
Siskiyous, and a Local Development Corporation organized by Feather 
River, College. " »^ 

The Lassen College Fprest Resource Center, much like the two' 

■ ■' 

forest improvement projects previously discussed, was 'designed 

oit the premise that small landowners^ need to be educated about 

• . • ■ " ... ... 

government incentives for better management of their hpld'ings, 

that forest contractors needed to be put ii> touch with both landowners 

,.and skilly labor, and that displaced mill workers cpul^d be retrained? 

for reforestation work. ' 

The college's forestry department, aided by a consultant,' 

began the project systematically:^ using maps and NASA aerial photos, 

students identified and plotted *all the small landholdings in the ^ 

county. This research was followed by a mail survey to establish 

the needs, attitudes, and characteristics of the landowners and 

local forest contractors. A curriculum for "forestry technicians" 

was .»therL,^ developed and tested through a trial training cycle run 

for CEXA^ participants with state CETA funds. The college alap 

"... ' ' ' 

sponsored seminars for landowners and contractors, issued bulletins 

on reforestation techniques and planting guidelines, and published 

a directory of sawmills in the region, 

■ , . /■ ■ 

The project's planners hoped that further funding would come 
from th/^^alifornia Worksite Employment and Training Program, which 
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had a $25 million state appropriation^ fq^ classroom and on-the-job 
training in l^bor-short industries. Unfortunately^ the. college 
project did not mesh with the r4^er rigid regula^ons of the state 
program. So while the Lassen project continues to operate with 
CETA funds, its future' is far from securedi^ 

At Yuba College, a project was designed to develop the capacity 
of the college to provide training and marketing advice for small 
and part-time farmers. Seven short courses wfere devised (one major 
need previously identified for reaching smal 1 farmers was for short 
and convenient courses), a resource directory was published, and 
two demonstrations were conducted . ^ The first involved test ing 
fertilizers and techniques for planting alternative grain crdps; 
the second used an almond orchard as a worksite for upgrading farmers 
pruning skills. 

A busine&s instructor at Feather River College initiated the 
conversion of the county OEDP Committee into a LDC and secured 
some local PIC funds. The LDC, using consultants from CSU-Chico, 
^investigated several targets for business expansion including a 

computer-head reprocessing firm and a wood-waste manufacturing;* 

- *. . • , ' ^ 

firm. ^ V. 

■ /■ 

Phase IV . The final phase of the project involves future 

./• * 

work under a $244,000., two-year grant from the Ke^llogg Foundation. 

* ' // ' 

The project plans first to disseminate the information and techniques 

.... ^ ' . 

developed through the specific projects at the four colleges ; second, 
to study the feasibility of new ideas for job creation; and third, 
to perform a brokering function between public and private bodies. 



More specif ically^ the Yuba College small farm project will 
continue to provide outreach, short courses, demonstration plots, 
technical assistance, and an equipment bank for small and part-time 
farmers* - At Lassen College , a micro-computer software program 
with applications^ for beef production and timber inventories will 
be developed and tested. The economic research center at CSU-Chico 
will recruit and train local Counselors for service with SCORE 
In the" more remote areas of the i^egion, and Lassen ' s Forest Resource 
Center will be duplicated on another campus* A new effort will 
be launched at the College of the Slskiyous: a five-acre demonstration 
homestead designed to show how greater economic and environmental 
self-sufficiency cai|^be obtained through the appropriate application 
of existing and newly developed technologies. Community acces^ 
to the homestead will be emphasized. 

Several conferences are scheduled for the praject's fourth 
phase: one on alternative technology for farmers, another on*marketing 
strategies for small businesses, a third on the use of the mini- 
computer in agriculture, fores try , and small businesses. A larger 
regional conference on economic development and job creation for 
smalt communities , involvirng several state agencies , is also being 
planned, j 

A long list of ideas to be developed at individual campuses 
is also included in plans for the fourth phase. One of the more 
innovative involves the development of a pack-station management, 
course for twenty students at Feather River College. The training 
program will be geared to the expanding demand for horseback trips 
in the Sierras. 
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Assessmeht 



The rural economic development project of the Council is a 
sizable and innovative Undertaking. Community colleges have not 
traditionally been involved in promoting economic^ development, 
let alope alternative forms of economic development . The project 
is also marked by considerable diversity, embracing asyit does 
a large number of separate research and demonstration activities. 
Small farmers, small landholders, small forestry contractors, small 
housing rehabilitation businesses, and small recreation businesses 
are being provided with assistance to increase their productivity 
and to create new jobs. 

Much has been learned during the project's first two-ahd-one-half 
years. The project director concedes that the goals of the first 

phases were both too diffuse and too ambitioils. Though the conferences 

' -J ' 

expanded the level of awareness among community resi^dents about 
the problems and opportunities in local economic' development and 
provided an opportunity for the warring environmental and develop- 
mental interests to locate some common ground, the local advisory 
committees proved incapable of moving from the conference stage 
to the formulation of specific local projects. "Committees cannot 
fill an entrepreneurial function,"* the project di rector concluded . 
He believes that the public needs to be involved, in developing 
guidelines for development, but he is also convinced that a 
stronger effort over a longer period of time will be required. 
The original project model, for example, involved an investigation 
of geothermal resource applications by thc.collcges and a dls%eminat i on 
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of research results to potential investfors in the community. The 
process 9 however, simply did not work. It -d^e^s that community 
groups could not build and maintain an interest in pursuing and 
investing in a new type of development; such actions come only 
jfrom determined individuals. Thus the pack-station management 
course finally materialized at Feather River Coilege because of 
the interest and entrepreneurial bent of a single faculty member. 

And while the community advisory groups were unable to stimulate 
economic development, the colleges themselves, for the most part, 
proved rather tepid in their pursuit of an active role in economic 
development, particularly after Proposition 13. In fact, two of 
the region's six cbl leges did not participate in the project at 
all. 

Accprding to the director^ the project's most successful venture 
was the Forest Resource Center at Lassen. That effort is small ^ 
but complete; it involves three discrete and easily identifiable 
client groups; and it uses a modular, competency-based curriculum 
developed by the faculty. It met the college's notion of what 
learning is all about, and it had definable gdals^ It^ results, 
however, did not match up with the precepts of its designers. 
Trainees, rather than securing jobs with small contractors working 
for small landhqlders, went to work instead for the large timber 
companies 

In sum, this project has tried several approaches to obtain 
deeper involvement of the area ' s col leges in local economic 
dev6 lopmcnt • > In large part, the attempt to use the colleges as 
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a locus for a broad» community service-based effort was not successful. 
Development of more- narrowly based vocational offerings that combined 
accepted approaches to learning with expanded outreach efforts 
and more flexible offerings prqved more successful. 
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I. mXRODUCTION 

Overvlev 

Kentucky covers nearly 40 thousand square miles and has a population 
of 3.5 million people. It is a relatively poor state, racking 40th 
In the United States in per capita personal income. Its ranking < 
has improved somewhat since 1965, when Kentucky ranked 46th. The 
largest source of personal income is manufacturing (26.3%), followed 
by government (13.9%), wholesale and retail trade (13«1%), and services 
(13.2%). Only 3.7% of personal income comes from farming. ^ 

Kentucky is divided into 120 coynties. Its large rural population 
(47.7% in 1970) wields significant political power. The state is 
also organized into IS Area Development Districts (ADDs). The ADDs 
provide multit-county planning services for state and federal programs 
and technical assistance to local governments in a wide range of 
-program areas, including community development. In the past, ADDs 
had substantial funding and staffing levels; recently, however , both 
state and federal fuhds have been* cut, and further reductions are 
anticipated In the near future. 

Kentucky has a number of agencies and organizations which touch 
on^economic development. During the past year » .Governor Brown's 
.administration has taken stepQ t6 coordinate state development activity 
by creating a Development Cabinet which includes the major departments 
with economic, development-related programs (Commerce and Community 
and Regional Development). 

Although there is no overall policy governing th^se departments, 
Kentucky does have specif Ic' Qjograms Intended to promote economic 



development. For examplet the Kentucky .Development Finance Authority 
(KDFA) was established 23 years ago to promote economic development 
through b^iness expansion. It provides industrial revenue bopdsi 
revenue bond guaranteeSi and direct loans to manuf acturing» agricultural 
and touriism projects. Funds for KDFA come from legislative appropria- 
tions of general tax revenues ^nd through borrowing from state employee 
pension funds. 

The state is also served by the customary small and minority 

I' . 

business development programs operated by state and* fede>ral government 
(e.g., SBA programs). The Center for Business Development works 
with state agencies , federal agencies, communit^bs, and small businesses 
to provide business <levelbpment services which include an EDA-sponsored / 
management assistance program, technical assistance to firms damaged 
by competition from imports, and assistance to firms which are entering 
or expanding their role in international trade. The sta^e also offers 
the conventional array of employment and training programs. 

It is too early to tell at this point whether' the Development 
Cabinet will establish general policies for coordinating these various 
resources or whether the programs will continue to be administered, 
rather independently in the future. 

In addition to statewide development programs, other programs 
have emerged which focus on particular geographic areas of the state — 
primarily on Eastern Kentucky. Unemployment rates in that area are 
consistently above the state and national rates, average per capita 
income, is less, than half the national figure, and development efforts 
are thwarted'^by mountainous terrain and isolated settlement patterns. 
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Several federal and state' agencies have addressed the region's economic 
voes* The Appalachian Regional Commission (ARC), for example, has 
funded a wide range of programs in Eastern Kentucky over the years. 
The state is also discussing the development of a private investment 
corporation specifically ior Eastern Kentucky. ^ 

Local efforts have also been made in Eastern Kentucky. For example, ' 
Kentucky Highlands Investment Corporation serves 9 southeastern counties 
by offering financial help to new and young manufacturing companies. 
It provides both debt and equity capital to qualifying firms and 
maintains a minority stock ownership positipn in the firms. It also 
owns 91 percent of Mountain Ventures, Inc., a for-profit investment 
company for new or expanding manufacturing companies in 49 counties 
of Appalachian Kentucky. 
State Rural Policy 

Kentucky has no apparent policy governing rural affairs and no 
explicit policy relating to growth and economic development ^at large. 
The state has a clear policy for promotirig new Jobs through industrial ^ 
recruitment, but that policy does not include specific objectives 
relating to the geographic location of those Jobs. 

This absence of a concerted state development policy was admitted 
in a recent state application for FmHA funds, which stated in parti 
••At the present time, there is no effective structure within state 
government to coordinate community and economic development with 
human and natural resources planning. The application, which was 
for funds to be used in developing a balanced grcJwth policy for the 
state, added that/ in 1979, almost 6 billion dollars in federal aid 
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had been spent without benefit of being matched aga-lnst a. set of 

I." 

statewldik goals or objectives. The proposed balanced growth policy 
would concern Itself with "state*>f ederal Investment strategies for 
the 1980s." ^ 

A balanced growth policy for Kentucky Is still In the proposal 
stage. Though no details have emerged, the policy would Include 
means for encoui^aging economic development of small- and medium- > 
sized cities as well as'urban areas. But while the proposed policy 
would offer mechanisms for coordinating local, state, and fedeVal 
funds (particularly those that would be available under block 
grants), it is not yet clear whether the policy will become a 

reality, and, if so, whether It will play a significant role in 

. , , t 

state decisions In the coming years. 

A 

Programs Studied 

Two projects representative of the types of economic development 
activity under way In Kentucky have been chosen' for In-depth study. 

The first, the Community Development Block Grants (CDBG) Small Cities 

. • <i ■ ■ 

Demonstration Program, represents state-level efforts to Involve 
local government In the design and selection of local economic development- 
related projects which are funded through HUD block grants. The 
approach being tested may be expanded to encompass ^a wider range 
of resources as the federal government moves more to the block grant 
approach. The CDBG* demonstration also provides an Interesting model 
for other rural states which are- planning to Involve local areas 
in the state and federal decision-making procefss. 

The second project. Mountain Association for Community Economic 
Development (MACED), is {^n umbrella for a range of targeted development 
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efforts taking place In Eastern Kentucky. MACED's activities, all 
of which are specifically designed to proniote economic development 
which will benefit the economically disadvantaged, include technical 
assistance and financing for venture development, multi-family housing 
development, and assistance to community organizations in designing 
and implementing development programs. MACED also administers the 
KDFA loan program for Eastern Kentucky. 

MACED offers a model for other local development groups of an 

evolvirtg and muVtifaceted approach to rural economic development. 

/ 

The Association has Its own agenda and resources, yet It works yith 
and taps state resources whenever possible. MACED' s expertise is 
well recognized by the state. Plans are being made to inyo^ve MACED 
staff in the review and provision of technical assistance to economic 
developro^ent projects generated under the CDBG demonstration, and 
MACED has been involved in state government discussion of a private 
investment corporation for Eastern Kentucky. 

11. RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS 
Kentucky CDBG Small Cities Demonstration Program / 

General Description 
In FY '81, Kentucky and Wisconsin were selected by HUD to host 
a demonstration of how states can assume greater responsibility in 
the administration of federal housing and community development programs^ 
Kentucky was permitted to'design its oih\^process and criteria for 
selecting cities and counties with less than 50,000 population for 
HUD block grants. The demonstration thus enabled the state to substitute 
its own review criteria and state and local decision-makers for federal 




criteria and review procedures; the state assumed administrative 
responsibility for the program, rather than serving only as a liaison 
between federal and local governments. 

The state's role will be expanded even further in the second 
year of the demonstration to include financial management and monitoring 
of all' CDBGs. Kentucky has accepted the challenge and developed 
a process based on the philosophy that it is a legitimate role of 
the state to support local community development efforts. The program 
relied heavily on locgl governments' for the development of its overall 
approach, as staff consulted with over 300 municipalities and 120 
counties in the selection of criteria for the review process. The 
resulting criteria are intended to allow greater flexibility in apply- 
ing federal resources to| loca^^roblcms. 

During the past y^, Kentucky has been putting its CDBG 
demonstration program into t.he field. The demonstration is providing 
val'^uable process experience in preparation for the e^xpected expansion 
of the block grant approach. The demonstration promotes the local 
developmenjj of quality projects directed toward the primalry objective 
of the Housing and Community Development Act — the development of 
viable communities through the provision of decent housing, a suitable 
living environment, and expanded economic opportunities, especially 
for low- and moderate-income residents. 

This report focuses first on administration, and second on the 
criteria used in the selection of development projects. Program 
administration Involved local governments in every step — in the 
formulation of criteria, the provision of technical assistance, the 
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^selection of proposal review teams, and the evaluation of the process. 
Efforts taken tj|gi€evelo|^ consensus among local government officials 

on the criteria and procedures are seen as the key to the success 

; ■ ' . . • ' ■ ■ 

of the demonstration, and variations of this approach- could be applied 

■ . ' ' ■ • ■ ■ ; L' ■ ' . _ . . • . ' . 
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in other rural states. The discussion of Kentucky's initial failure 
to develop quality economic development proposals .and its subsequent, 
-revision of program criteria should also be UsseJul to other states 
attempting to focus their resources on economic development projects. 

Program Administration 
Program design and implementatit)n involved five major steps: 
(1) selection of staff and advisory committees to direct th6 proi^am 
and to develop thie selection process; (2) provision of* pechnical / 

assistance to potential project applicants; (3) establishment of 

* ♦ „ ■"" 

proposal rating teams, and th^reyiew and selection of proposed projects 
(4) evaluation of the revraT criteria ^nd process'; and (5) revision 
of the review ^process and criteria. These steps are4ies^J^bed below. 

Overall program administration was assigned to the Department 
of Gommunity and Regional Development (DCRD) . Two committees — 
one for policy and one for technical matters — were formed to 'desij^n 
selection Crit^eria for pDBb projects. The Technical Review Committee 
was made up of sjx ADD representatives and six directors of local 
development: agencies. It worked with program staff to design criteria, 
which were then submitted to the Policy Advisory Committe^for review. 
The Policy* Advisory Committee consisted^of representatives of the 
Kentucky Association of Counties, the Kentucky Municipal League, 
the Kentucky Council of Area Development Districts, the Kentucky 
Community Development Association, the Department of Community and 
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Regional Development and individual ADDs. The Policy Committee * 
reviewed. the draft criteria and distributed them throughout the state 
to all mayors and co\inty Judges for coltnment. In October x>f 1980, 
the Policy Advisory Committee met again to review the criteria and 
give its final approval, of ^hem. HUD then approved the criteria 
for the small dities CDBG demonstration. - 
Next, project . staff and HUD staff held four regional training 
sessions around the state for small cities arid rural countiQ,s which 
might become project applicants. (These assistance te'ams gave technical 

help on project design to one-third of all pre-applicants for the 

. ■ • . . ' 

project.) Then a number ^of rating teams, each made up of a HUD staffer, 

'•'■.*■.' 

a community developer from an ADD, and a DCRD staff member were formed 
by DCRD. A separate team was established to review each type of 
applicaLi6n — ' comprehensive, housing, public facilities,, and economic 
development'. The teams ranked the pre-applications in February; . 
DCRD and HUD staff visited application sites in >larch; and DCRD submitted 

; , ■ 

its funding recommendations to HUD shortly thereafter. Eighteen 
of the 112 pre-applications were finally selected for funding. 

In May, DCRD staff . initiated an evaluation of the review process 
and the selection criteria. They received feedback from community 
development agency directors, local officials, and community .development 
consultants on the demonstration experience to date. Staff rew'orked 
the process with HUD and submitted it to the Technical JRevi^w Committee. 
The revised process was submitted for review and approval by the * 
Policy Advisory Committee in August. ' * 



The program evaluation idtenCif lied four major problem areas: 
(1) there was too much paperwork; (2) the crit'erla resulted In the 
funding of good applications, but not necessarily of good pTcJect^j____ 



(3) many rehabilitation projects, and no true economic development 
projects^ we^e^funded; and (4) the bonus point system written i|Dto 
the selection process carjried i;oo mUch weight and pen^Hzed small 
towns, - . ^ ' . \ . *• ; ■ - .%. 

^ Each of these problems wa^ addressed through specific changes 
in the procedure. for Example, application forms we're shortenedt 
several criteria were dropped, and plans were made for validating' . 
information during site visits rather than having jnasses of documentation 
submitted with each application. Provisions were also made to weight 
on-site observations morf .heavily than on-paper allegations ; and 

to allpt specific amounts of money for each funding c^ategory to encourage 

'■■•)-• ■ ' • ' ^ 

applications under every category.- ' - . ^ 

Taken together i the^ revised procedures will, minimize the handicap 

to applicants wlUch are toa small to have the services of professional 

proposaT writers. >^he materials to be assessed in th^ applications 

have been reduced tq a checklist format. Ratings of positive, unclear, 

or negative will be attached to each criterion on the checklist. 

Applicants which receive a high number of positive ratings will be 

further evaluated according to their relative need as indicated by 

such additional factors as per capita income, population lag or decline 

between 1970 and 1980, percentage of population at orS^elow the^ poverty 

level, and unemployment rates. Top-ranking applicants wllT^hen 

be visited, and the site visits will produce a final set of ratings. 
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Proposals which receive the highest rat ings on the'basis of the site 



visits - will be recoftunen ded tor tinal tundiqg* 

■ ♦ ■ *► ■ 

Economic Development Projects 
In the original demonstration materials, economic deve lopinent 
projects were characterized only as projects which "e^^pand employment 
opportunities and/or existing businesses or which retain employment 
opportunities or business." The only examples of economic development 
projects provided to applicants were projects involving '•acquisition 
of real property, site improvements , or employment training centers*.** 
No more detailed explanations or examples of model* projects wbre 
provided. During the first round of proposals, only eight economic ^ 
development projects were submitted. None was considered ^trong enough 
to be selected for funding.. 

Afe noted, program staff and the Technical Review Committee made 
specific changes in the review process to encourage the development 
of more quality economic development p%>posals in the. future.^, First, 



a gpecifiq, amount of money will be set aside each year for use in 
funding economic deve.Iopmfent projects. Second, a revolving review 
process will be instituted for economic development proposals. Under 
that process, applications can be submitted at any time, and more 
time for negotiating iniprovement s in proposals with economic develop- 
ment applicants will be available. Finally, a team of experts 
(possibly including representatives of^ MACED and Kentucl^y Highlands 
Investment Corporatioh) wi 1 1 be estdbl ished to review economic 
development applications and to advise applicants on means of 
strengthening their proposals. 
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_ — Chang es w o re a made in sel e ction criter ia, — Increased emphasis 
"will be placed on projects that will produce jobs directly through 
business expansion as Against projects which prbmi^e to create> jobs 
indirectly — e«g«» through ddwntown revitalization. Bas^ of 
selection for single-purpose economic 'development projects will include 
information and projections on the number and types of jobs that will 
be created; the commitment of the cooperating business to creating 
those jobs; and the general economic outlook of the participa>ting 
emgloyer • 

New criteria for certain types of comprehensive projects which 
include economic development components were also designed. The new 
crit;^eria favor projects which will provide jobs in the private sector 
-for low-income people^ stimulate private capital investment , and 
maximize the CDBG dollar by recycling it to the grantee through loans, 

. . * b ■ ' 

revolving accbunts, and leaseback or sale arrangements as opposed 
to direct grants. Priority will also be given to projects which are 
designed to provide opportunities for Women a ^^^^ businefsses 

which have limited access to capital. 

V ■ ■ 1 ■ 

r Assessment y ' 

Although the revised selection criteria clearly reflect a 

commitment to the development of job-creating projects in small towns 

and rural areas, the impact of the new criteria will be lessened by 

the lack of technical capacity to develop quality projects at the 

local level. Many small towns have no staff. to design projects. 
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Community di»veloprnent staff of the ADDs have provided proposal-writing 
assistance in the* past, but that assistance will shrink because of 
significant cuts In ADD funding^. 

At the ..same time, DCRD lack$ the numbers and the technical 
capability necessary for delivering effective technical assistance 
ito locar groups across the state.. DCRD staff have attended workshops 
on smal 1 : business deve loprpent , and they have great hopds for the 
review committee they plan to establish for economic develop- ^ 
mcnt pro^jects. But while the individuals being, considered for 
membership on the cOiTimittee possess the ap^^priate technical skills, 
it is unlikely that they will be available to provide extensive 
assistance tQ, a large number of local applicants. . 

Finally, program staff have not been effective in providing 
examples of ; economic development projects to local applicants. Since 
economic devclof^mcnt is an area in which many local governments have 
i-ittle experience or expertise, staff should concentrate on ^developing 
^pkfamplb# df p^cTjedts' cmi help local; of ficfials design projecfep 
a[jgpropriate to their aneas. In this effort, program" staff could 
present effective examples, from other states ai>d also design model 
projects with the assistance of the Technical Review Committee. 

It seems clear that fhc demonstraty.on:>has given Ke^ntuckj^ an edge 
over other slates in preparing tor a federal shift to a block grant 
.approach. Although it is impossible/'al thjls point to assess the 

5 ■ ■ • . v;' - ■'■"< «t 

quiility of the individual projects init^at^d ynder the demonstration 
process , ' it appears- that ^the prbccss itselt is Viable. But while 
the process has demonstrated how a variety of local agencies can work 
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with state and federal officials to design 1 project selection system, 
It has not sho«?n how two or more state agencies or two or more 
federal agencies can work together effectively. The entire question 
of state-state and federal-federal coordination will require a 
good deal more consideration' before programs of related content, 
but separate administration, can be fused successfully under a 
block grant system. 

Still, the approach taken by Kentucky can represent at least 
a beginning model to other rural states, > Great care has teen taken 
to involve local officials in the design of the selection process 
and in the evaluation and revision of that process after its first 
test. Significant improvements were^made to simplify the process, 
to increase the chances of small towns' being funded, and to promote 
•the development of quality economic development projects. Moreover, 
the revisions were made quickly and with remarkable efficiency given 
the number of groups involved in the process. 

The major challenge facing the Kentucky demonstration at this 
point is determining how to^ensure qua 1 ity pro jects with Virtually 
no^ technical assistance resources. Unless means are found for 
assisting localities and state demonstration staff, it is unlikely 
that the quality o^f the projects actually funded will come up to the 
quality of the process under which they are funded. 

Mountain Associ ation for Community Economic Development (MACED) 

General Description 
MACED is a five-year-old, private nonprofit community economic 
development corporation wjhich serves 85 counties in central Appalachi 
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Its target area spans four states (Kentucky, Vlrgitflat Tennessee, 
and Vedt Virginia), and its corporate headquarters are in Berea, 
Kentucky. MACED's programmatic activities share the common goal of 
economic development and fundamental strategy of helping poor people 
draw on all available resources to Improve their economic and political 
Status. To effect its strategy, MACED concentrates its efforts on. 
increasing the rate of new business formation and on providing 
local leadership with the skills necessary for the promotion of ^ . 
community development. ^ * 

MACED was the product of , discussions among a dozen Appalachian 
organizations which recognized the need for an organization to provide 
business development assistance^. The Association bcgaVi with one staff 

member (Bill Duncan, its cur rent president ) j with In-kind support 

■ 1 ' ■ . - ' 

from the Kentucky Highlands Investment Corporation. After securing. 

*' ' ■ ' 

a grant from the Lily Foundation, MACED began providing technical 
assistance to CDCs for the development of cooperatives and community- 
owned bus^inesses. The strategy shi'ited as the Association realized 
that cooperatives alone wer-e not the answer.; New jobs were needed. 

MACED is directed by its president and a board of directors made 
up of representatives of 10 of the Association's conStituent\^rgani- 
zations. Its staff of 12 16 organized into four section^ reflecting 
its ma jor *dcv6lQpmcnt activities; ' Small Enterprise Development, / 
Commurtity Development , 'Hous ing , and Research'and Developments : MACED main- 
tains^ a forr^al relat ionship with oplV one state agency — the Kentucky 
Development Finance ^Author Ity — but it work's wYth a wide, range of 
comnrtiriity apd state ngencics'ahd organizations. * , 
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^ HACED has received funding from state and federal agencies and 
from private resources. New sources of funding are constantly being 
explored. Ft>r example, MACED feceiv^ed $500,000 in EDA monies to 
establish a loan fund in late 1980, and it is currently negotiating 
a PETA grant for services it can "provide tb Private Industry Councils. 

MACED* s loux major work areas^are discussed below. 

Small Enterprise Development ; MACED brings together ideas for 
new business ventures, potential entrepreneurs, and technical and 
financial assistance. Staff members develop leads oh new ventures 
by talking with people in the communities and by publ icisTing MACED* s 
new ideas. Staffers also research new business ideas and attempt 
to determine how they can best be brought to fruition.' Staff work 
with individual entrepreneurs — most of whom have been refused loans 

by regular lending institutions — to help them develop firm business 

;, j i " 

plans and to arrange complementary MACEI^ financing. Staff then help 

' . ■ ■] '' ^ 

the entrepreneur to secure tlie other needed financial commitments , ' 

and to establish the venture. MACED staff are convinced that, without 

their technical assistance, few of the businesses they work with would 

have much chance for success. o 

Within its overall small enterprise development striitegy> MACED 

is developing several sub-strategies. These involve industry 

targeting, marketing, and forest products development. The first 

two ideas are still in the developmental stage. MACED is planning 

to research growth industries around the country to determine if the 

arca*8 resources can be marshaled to attract firms in those industries. 
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MACED Is also exploring the idea of starting a marketing company for 
Eastern Kentucky products. The company would establish markets for 
certain^ goods and then contract with local producers to make those 
goods. 

The fored^t products development project has proved to be a 
successful business development model. MACED would like to use a 
similar approach in other product areas. Under the approach, a st^lff 
member becomes a specialist in. a particular product market: He 
identifies business opportunities, performs feasibility analyses, 
ic^^entifies pbtVntial entrepreneurs; and b'rfngs the business Ideas 
and the entrepreneurs together with financing. Thus far, the wood 
products project has resulted in three new ventures which employ more 
tharV 40 people among them. 

.Although MACED has only been making direct loans for a year, 
it has to date made 10 separate investments totaling $171, 00^0 from 
its own loan funcl and the fund it administers for KDFA* MACED always 
attempts to use its funds to leverage larger loans. The average loan 
package in which MACED is involved is $100,000, with $20,000 of the 
total coming directly from MACED. The average recipient enterprise 
creates 20 job*^. ' 

MACED furnished the following descriptions of two ventures it 

f. 

has assisted:. 

Mr. Mcintosh was driving a truck, brokering 
some lumber on the side, and had an ambition to start 
a hardwood dry kiln business. He had learned about 
lumber from his father, but did not know how to go 
about getting into a business like kiln drying, which 
requires a significant initial capital investment. 
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He contacted MACED after seeing a news story and, after 
substantial market research and other business planning 
guided by MACED staff, he determined that he was not 
prepared to enter the dry kiln business yet. He did find, 
however, that a holding yard and brokering operation 
was, feasible. After further planning,. a combination of 
MACED, KDFA, and the Powell County Bank provided $73,000 
to finance equipment and initial working capital to^ get ' 
Mr. Mcintosh going. He has now begun to purchase 
lumber from 12 surrounding mills which never before 
had reliable markets. Mr. Mcintosh assembles the 
lumber In a holding yard and resells it in the volumes 
required by national markets. In the past, these 
sawmills have operated on a part-time basis, employing 
on the average^ of one to two people on a year--round basis. 
The steady market provided by Mr. Mcintosh will allow them 
to produce on a regular t)asis and dependably employ 
an average of 6 people each, creating. 48 new Jobs. 



o o o o o 

f * 

Wr . Smith saw an opportunity to lease a large 
boundary pf timber near his home in Letcher County. 
He acquired an^ old sawmi 1 1 and cut himself a hguse ^ 
pattern. He felt that he had some potential irt business, 
but wa6 not sure what to do next. MACED staff helped him 
to get into production and to establish himself as a ^ 
supplier of mine timbers in the area. It quickly 
became clear that, with help, he could expand his 
business much further. After additional planning, 
th;efefore, MACED, KDFA, and the Bank of Whitesburg 
furnished Mr^. Smith $82,000 to purchase a new large!- 
\ * sawmi^ and open up new markets. Installation of the 
mill is almost , complete and Mr. Smith has two months* 
worth of logs on the yard waiting for sawing. MACED 
staff is working with hitn to establish furniture 
industry Customers for his high-grade material and he 

now has several enthusiastic bidders. He has hired two ^ 

trainees under CETA' s OJT program and expects to 

hire five more by the end of the year. Mr. Smith is a 

good prospect, foj: significant future expansion both in 

the sawmill busines's and in other wood products-related / 

enterprises. 

Community Development ; MACED^hclps e^stablish new local leadership 
(>roups and works to develop organiznt iotia 1 skills within existing 
groups. The groups with which the Association works arc centered 
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on issues ranging from watejr and se^t systems to worker ownership 

of businesses. MACED tries to instill confidence among members of 

local groups while teachiitg them skills which are essential to 

effective o{5eration (e.g., bookkeeping). Assistance is offered at 

no cost, though MACED does accept fees when available. 

MACED provided the fQllowing description of a community 

development project: 

In Wheelwright, a group has formed to 
rehabilitate the sewer and water systems, try tO' 
reactivate a very popular swimming pool*^ (built when 
the city was a coal camp), and undertake additional 
rehabilitation projects in town. During the coming 
year MACED will be helping them analyze the feasibility 
of the ir projects and develop enough' organizational 
strength to do what they plan, ^he project MACED 
designed to train hoysing rehabilitation craftsmen has 
worked well as technical training, though it has not yet 
reached the loftier ^oal of generating an independent 
contracting entq^^prise. That still might happen. All 
in all, the projUct has begun to draw out the community 
commitment neccssaryjto undertake new development 
initiatives in^4?hee'lHrigbt . 

Housing s MACED is attempting to formulate housing 'development 
strategies which are appropriate to Eastern Kentucky. Major barriers 
to housing development incl^^iCv^^s lack of available land , , the- high 
cost of dcvc loping land in tile' region, and the shortage of mortgage 
finaticing. In r^esponse to these/ problems , MACED has concentrated 
its ef f/Orts on development of multi-family housing j^rojects and on 
designing rheans 'for incroa^sing mortgage availability in the area. 

MACED served- as packager and developer for multi-family housing 
projects. This role enablcis staff to generate revenue for MACED as 
well as for a local sponsor. MAiCED lends the technical expertise 
required to develop available land without being vicycd as an outsider. 
To date, this new effart has resulted in a plan for a 4l-unit complex 
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sponsoreid by a black church; the plan is currently under review by 
HUD. Several other projects are in earlier planning phases. 

Single-family housing starts in the region are hampered by severe 
mortgage availability difficulties. MACED is looking into techniques 
for incrieasing the amount of money available to individuals who wish 
to build oil f ami ly-ownexl land or individual lots. MACED is recommend-* 
ing ways to use state mortgage revenue bonds in conjunction with block 
grants and special focms of mortgages to reduce monthly mortgage pay- 
ments, and it is planning to direct the issuance of a multi-county 
bond offering in Eastern Kentucky this year. MACED is also working 
with several state' and county banks tp have them accept a homeowner's 
labor in building his own home as a down payment in qualifying for 
a home mortgage. ^ 

Research and Development ; MACED staff are constant ly examining 
new ideas which can be applied in the overall area of economic develop 
ment. Staff members research each likely seeming concept thoroughly 
an^ write reports outlining Its potential place In MACED's development 
strategy. Issues that have been explored include the possibilities 
of the dry kiln business and the creation of new types of mortgage 
credit. • 

Staff work In all. of the above activities Is supported by a small 
computer. The computer Is also used In training for h!tslness planning 
Economic variables relating to a given buslness'operat fon can ^be pro- 
grammed differently to show an entrepreneur how outside change^ can 
affect his cash flow or production. The cohmater Is also useful in 
monitoring per f Oj-inancc once a business Is In oy^cratlon* 
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Relationship With The State 
Although MACED welcomes the support of the state, it realizes 
that it must remain IndS^pendent if it is to achieve it$ goals for 
the region. MACED view/^e state as a source of. funds for specific 
development projects and as a key player in the development of'^ 
community fnfrastructure. It believes, however, that the push for 
enterprise development thould come from the affected local areas, 

MACED plays a major role in allocating KDpA resources in Eastern 
Kentucky. Together with the Kentucky Highlands Investment Corporation, 
MACED reviews applications and makes recommendations about loans to 
businesses and projects to be made from a $500,000 fund provided to 
KDFA by ARC. 

MACCD a IftD supports CETA programs in itb area by helping martch 
CETA cligibl^^ to job oppor tunties . Staff members act as interme- 
diaries betwaorv small businesses and CETA program staff. They Inform 
employers of the various advantages available to them if they hire 
CETA-ellglble workers, and they attempt to reduce the confusion 

* 

associated with dealing' with the bureaucracy. 

MACED* s involvement with the state may increase in the coming 
months if the state proceeds with plans to .create a private develop- 
ment corporation for investing in Eastern Kentucky. MACED has been 
involved. in preliminary discussions about t^c corjjorntion with the 
ftate, but no. details on th^ probable structure of the proposed organi- 
zation have yet emerged. 



i 78 



ERIC 



* Aissessment 

Assessment of MACEI>'s ent;erpfise development activity is perhaps 
premature after on^y one year of operation, but progress during the 
first year pf operation of the loan fund, has been impressive . The 
10 initial loans (totaling $171 ,000) will have generated 50 new jobs 
during the first year.: of operation, and they are expected to generate 
80 ^obs by the end of the tl;iird year. MACED is seeking an additional 
$400,000 to add to its original $500,000 loan fund and has set the 
goal of investing in 10 more enterprises in the coming year. On the 
basis^ofthe first year's investments, it seems clear that entre- 
preneurs are available; they do, however, need considerable technical ^ 
assistance and increased access to investment funds wh^ich can serve 
as leverage for larger bank loans. 

MACED was unsure of tTie probable effects dwindling federal 
resources on its programs. Funding for staff appears secure, but 
funding for community development and fiipusirtg pr^^ sponsored by 

Vthe agei{ey will plearly suffer. MACEDVs philosophy of incorp 
as pr6gram componen^ts "ai)ything tb^ works" to promote economic 
deyeiopment should cerCa inly help to minimize the negative effects 
o/ budget cuts. \ « 

Staff itself is seen as tfhe key to successful local development 
efforts. MACED tries to^dentify staff members' who have the capacity 
for developing the trusting relationships with individuals which 
are necessary for the, effective delivery of technical assistance. 

I If an indivfdu^l possesses strong communication skillsV MACED believes 
it pan provide the needed tcchnica 1 skills through training. This 
approacK enables I^^CED to hire local people' who are committed to the 



area. MACEp also pays salaries whieh are competitive for the area, 
particularly for community development work* 

A second important factor affecting corporate success is the 
positioning of the organization in relationship to other Ideal groups. 
MACED provides skills, but. it is careful not to appear to be seeking 
power within the community, preferring t^^^^ of other 

community d^^ rather than unilaterally. 

MACEP: believes that the impetus toward development must come 
^rom within the area to be developed. A multi-dounty approach is 
probably necessary to build the influence needed to attract and tie 
into Qutside resources. Still, an 85-coynty area seems . a bit 
ambitious, especially in light of MACED's staff resources and the 
natural geographic barriers within the area. MACED has followed its 
basic philosophy successfully to date by developing local staff talent 
to tap the area's natural and human potential. MACED staff believe 

■ ■■■■■ - . ■■ S, ■ , h . \ y.,' 

that low;;*income resident s do not? beriefit fully from economic develop- 
ment unless the residents -are part of making it happen themselves. 
MACED is providing the skills, the topis, and the financing that local 

people need, to sta^t businesses , build houses, and undertake a multi- 

■ .'j ■ . ■ ■ • ' ■ 

tude of other comfnunity development prbjeccs** This broad approach 

creaites visibility^ for the organization within the community and helps 

' - • • • . • , . ■ . ■ ,- ^ . ■ • ' ' • ' 

develop ' local confidence that development efforts can succeed. ^ 
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I > INTRODUCTION 



Overview 



Vermont is a small., rural, and relatively poor state. Its total 
population is 500,000, and it was only at the 1980 Census that one area 
had become densely enough populated to be considered a Standard Metro- 
politan Statistical^ Area. The population lives in some 257 cities and' 
towns; 240 of those have fewer than 5,000 people; and 577. of the state's 
people live in those towns of less than 5,000 population. 

While the largest metr6politan area, Burlington, has a rapidly 
expanding economy (along with a few other cities), the more rural 
areas tend t^e economically depressed/ The. most depressed area is 

the Northeast Kingdom, three counties that border , Canada and New 

♦ ■ ■ ' ■ . • ■ 

Hampshire, where the unemployment rate Ts consistently two to three 
percentage points above the state average and a\ie rage per capital Income 
was $3,236 in 1977 (compared to $3,963 statewide). 

'-^^^ the extremes of Burlington and the Northeast Kingdom, 

many areas of Vprmoi^t have experienced moderate economic-growth in the 
past fifteen years, tjne machine tool industry is healthy and growing, 
and, tourism has continued to be onie of the biggest Industries in the^ 
state, accounting, for 157. of "the gross state product. It was partly 
because of the proliferation of ski resorts and second-home communities 
and the economy's resultant dependence on low-paying, seasonal jobs 
that the current Governor vowed to bring more manufacturing jobs to the 
state. We has be^n successful in that effort: in the 1960s and early 
•70s. the service sector was the fastest growing employment category. ^ 

^ i . - * 86 ', , • ■ 
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In Vermont, but manufacturing has now taken over that lead. 

It was also In response to the rapid development of resorts and 
second-honve cominunities that Vermont enacted strong environrtentafl legis- 
lation in. the L970s. Tliis legislation, called Act 250, required local 
comirtissions to review plans for all but the smallest developments — residential 
Industrial, or commercial. Environmental protection has been supported 
by a coalition of native Vermonters and a large number of recent 
in-^mi^rants (vacation homeowners, back-to-the-landers , and workers who 
< were brought in by expanding industry). One person described the supporters* 
attitude: ''Vermont is in many ways a difficult place to^live, with low 
wages, long v^inters, and a high col^t of 1 iving. Yet we live here by 

"choice. The erade-off is fehe natura 1 bpauty of the state, and we're 

» ■ f ' . . ■ 

determined to ^preserve that beauty." 

The preservation theme emerges also when one lp<>Hs at agriculture ' 
in Vermont. One hun)dred years ago Vermont, along with most of New 
England, was 807, fa tin land; today, the stite is 807. forested, and^ even the 
prime agricultural land in the Connecticut RtVer Valley is not being 
^ farmed to its full potential. The only agricultural activity of any 
magnitude is. dairy farming, which has survived only be|cause of federal 
price supports. In the past few years, though. New England has begun to 
experience pressure to grow more food locally, partly because of the 
increased cost of transportation. The region has also experienced 
Increased pressure for better managempnt and utilization of its forest 
resources. In Vermont these movements have caused clashes between 
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preservationists and industrial development proponents, especially 
over the issue of building manufacturing plants on prime farmland. 
The state pays lip service to the traditional description of it s- economy 
as resting on a three-legged stool — manufacturing, tourism, aqd 
agriculture but today agriculture receives far less than a third 
of the state's attention and resources. 
Government Structure 

At the state level, Vermont has several agencies that are concerned- 
with economic development- The Development and Pomriiunity Affairs Agency 
includes an industrial development division and a travel and tourism 
division, and it also coordinates a state-funded Job training program. 
The bepartroent of Employment and Training houses CETA and the Job 
Service, both of wl)|ich try to coordinate with economic development 
efforts. The Agriculture Department, traditional 1^ a regulatory agency, 
was recently expanded to include a development division charged with 
diversifying Vermont's agriculture base. Finally, the State Planning 
Offipe is the agency that kee*ps the Governor informed on the condition of 
the economy and prepares policy documents and plans for him. The Planning 
Office has been funded by federal grants (FmHA, New England Regional 
Commission, and Others), and at its peak had ten professional staff 
members. Recently, with the loss of federal money, the staff was cut 
in half, and the office is pursuing a more limited role. 

Industrial development is assisted by the Vermont ' Industrial 
Development 'Authority (VIDA), which offers, in addition to standard 
mortgage guarantees and industriaPrevenue bond financing, subs/dized 



direct loans at 4% interest for up to 40% of the cost of land, buildings, 
and machinery for any manufacturing company building or expanding in 
Vermont. Since this inducement was made available in 1974, approximately 
100 companies have taken advantage of it, and the state has appropriated 
$9 million- to fund thei program. ' 

Thfere is also a network of local development corporations and 
industrial parks which helps encourage industrial clevelopment. At 
least 30 towns have industrial parks (of wh'ich about half were financed 
with help from EDA or FmHA)., and the state helps LDCs market Space to 
new and expanding industries. The state also funds staff positions in 
eight LDCs enabling the LDCs to package VIDA ' loans , recruit new industry, 
and help loca 1 industries exparfcl more effectively. 

Local government in Vermont is strictly town government. Counties 
have virtually no political or administrative functions, and a network, 
of regional planning commissions has evolved to fill that vacuum. 
These commissions act as a -i)ridge between state and local government, 
relaying information on local needs to state agencies; they also 
provide technical asjiistance to their member-towns in matters such as 
planning, zoning, ^nd proposal preparation. Ihe state appropriates^ 
$;00, 000 annually fot operation of the 12 regional planning cor^nissions ~ 
largef per capita appropriation than any other state; 
State Rural Policy 

Although Vermont has no formal state rural policy, it daes have a 
well-d<eveloped econbmic development policy} and since virtually the 
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entire state Is rural, the latter policy serves also, In effect, as the 

■ , • . ■ ' 

former* ' ' .< 

The basic econollt development policy document was ' developed by the 

State Planning Office in conjunction with other state agencies, and It 

underwent a l^ngthy^ citizen review , process before it was made final and, 

approved by ^:he Governor in 1979. The policy was developed at least in 

part, because the Governor want(^d a singld, tangible docume/^t; setting out 

the 'state's direction in economic development. He wanted to be able to 

hold state agencies accountable for following an agreed-upon set of 

strategies, ' and the policy .has been used for that purpose according to 

Planning Office officials. In fact, a year after the policy was adopted, 

the Planning Office polled state agencies to assess the status of, each 

strategy recommended in the policy, and it found that many of the 

strategies were indeed being implemented. 

The issues highligl!lte,d in the development policy, are environmental 

preservation, revitallzat ion of town centers, and the ways in which ^ 

economic development resources should be allocated within the state. 

On the latter ^Ssue, the policy advocates maintaining the dispersed 

settlement patterns of the state ( i .e. , maintaining numerous, smal^ 

economic centers), giving attention to the varying needs of each 

region, and concentrating state aid in places where unemployment, is 

worst and incomes are lowest. After a treatment of these core issues, 

the policy document presents a lengthy compilation of strategies 

which fall. into eleven areas ranging from assisting manufacturing firms 

to assisting agriculture, from job training to development of energy 

resources* 

The policy document, however; fails to set priorities among 
economic development goals. While the policy appears to give eqfUal 
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weight to developing manufacturing, tourism, and agriculture, the 
Governor clearly wanted top/ priority placed on Increasing manufacturing 
industry In Vermont. Because the policy does not deal with the Inevlta^ 

ble conflicts between, for example, environmentalists ^nd developers, 

V • ' " ■ 

it is not so useful to the state as It might be In guiding development, 

, . • ' . ^ • ■ 

allocating resources, or justifying controversial actions . 

> The development of the policy does seem to have been a useful 

exercise, however, because It force,d each state agency to think about 

how its activities Influence economic development. The policy has also 

been useful In forcing the state to catalog all Its economic de\/e,lop- 

ment activities, thus making It possible to track progress In each 

activity. The 1979 policy document llstedmore than 50 "program . ^ 

directions** and even more recommendations for action, and In* 1980 the 

Planning Office was able to check on the status of each one, All of 

the state programs discussed below — Job Start,/ aid to RDCs, and 

Act 250 — are Included In the policy, but none was Initiated as a 

result of the policy. >' 

Programs Studied 

This report discusses four state and locdl programs embodying 

different; approaches to economic development. The programs are: 

y ' ' ' m 

Vermont Job Start — a revolving loan fund operated by the state 
Economic Opportunity Office which lends money to low-income 
owner-operators of small businesses. 

State Support for RDCs — grants to regional development corpor-. 
atlons to enable them to hire staff, and tachnlCiS|l support for RDts. 

Act 250 — the state's program for guiding and controlling develop- 
ment. 

Northenstfirn Vermont Development Association — a RDC and regional 
planning comiTilsslon In the Northeast Kingdom that owns Industrial 
parks and manages revolving loan funds fbr business development. 

. 1S8 ^ 



92 



Job Start and the RDC assistance program ^re examined because 
both are supported by state appropriations and because they represent 
quite different approaches to'economic development,* — microbusiness 
development vs. more traditional indusl;rial development. Act 250 
is touched on because of its importance in the state's overall ^ 
economic development picture and because of its unique administrative 
arrangements. Northeastern Vermont Development Association's experiences 
shows what a local development Corporation can achieve in a remote, 

> economically depressed region. Its approach is compared to that of 
another successful organization operating in. the same region — Northern 

. Community Investment Corporation! a fec^erally funded community develop- 
ment Corporation that assists housing and finances business start-ups. 

II. RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS ^ , 
Vermont Job Start , 

General Description 
r Job Start is a small business development program operated by the 
State Economic Opportunity Office (SEOO) with . assistance from local, 
community action agencies. As part of the state's anti-poverty program, 
Job Start's emphasis is on helping individuals raise themselves out 
of poverty, and it does this by making small, low-interest loans to 
low-income people to start or expand owner-operated businesses. The 
goal is ^o help people earn a decent income through self-employment 
and, where possible, to create new jobs in small businesses. A wide 
range of businesses have been assisted, from agriculture-related ventures 
(e.g., beekeeping, logging) to cottage industry manufacturing (clock- 
making, quilts, furniture) to services (hairdressing, appliance repair) 
and small retail buslncs8cs< 
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The statewide Job Start program origihatj^d in 1977 with a state 

appropriation of $400,000 — $367,500 to capitalize a revolving loan 

( • 

fund, and the remainder for program administr-raiton. The designated 
administering agency was the State Economic Opportunity Office, which 
operates within the state's human services agency and is fupded.both 
by the state and by the federal Community Services , Administration. 
The program was modeled aftet a pilot program run by a community action 
agency in Vermont's Northeast Kingdom. Inspired by t^e success of that 
regional program, a number of low-income advocacy groups and church 
groups lobbied successfully for a statewide Job Start program. 

After the initial appropration, the legislature has acted twice 
more on the Job Start program, first releasing $15,000 from the revolving 
fund to be used tor administration, and then in 1980 appropriating an 
additional $125,000 for the revolving loan fund. In 1981, additional 
appropriations were requested and refused because of the state !s 
tightening fiscal situation. (The year the program was first funded, 
Vermont had a substantial budget surp];us — a condition which has not 
occurred since.) Additional administrative funds have come from New 
England Regional Commission ^r^nts and from interest, and delinquency 
fees collected from borrowers. The total administrative budget has been 
on the order of $25,000-$30,000 per year. All principal payments, ,which 
currently average $90,000 a year, are returned to the revolving fund. 

Because of the limited administrative budget, staffing for Job 
Start has been ke*pt to a minimum — a coordinator and a part-time 
secretary/bookkeeper. From the beginning, it was hoped that the 
program would become self-supporting quickly, with interest and 

100 ' ' ^ 
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delinquency fees supporting the staff. Consequently, certain limita- 
tions have been imposed on the program. Job Start s^eks borrowers who 
have the potential for succeeding in business without heavy support or 
technical assistance, since staff realize they cannot spend much time 
heliping an individual borrower.^, 

The coordinator who managed the program until recently was the 
same person who ran the Northeast Kingdom's local predecessor to the 
statewide program, and he was extremely dedicated to the program's 
success. As he describes it: "1 treated the money as if it were my 
own; 1 traveled all over the state to make' collections on delinquent 
accounts, and wouldn't leave a person alione Until we had worked out a 
payment schedule." As a result, losses have been kept to between 5% 
and 8%, which is low considering that all b^rowers must have first 
been rejected by conventional credit sources. 

Another reason for the low loss rate, staff note, is that the' 
loans are so small and payments so low that most borrowers can 
somehow manage repayment, even if -business is not prospering. (The 
maximum loan amount is $5,000, the maximum term is 5 years, and the 
current rate is 8^7..) 

Job Start does not target its loans particularly to rural or 
depressed areas, but because loans are dispersed fairly evenly 
across the state," a high proportion of the loans are mad\ in rural 
areas. One community action agency staff person remarked that micro- 
buBinoss (their term for very small oWner-operated businesses) and 
cotta^ industry development is an economic development approach 
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particularly well-suited to rural areas^ since those' areas offer few t 
other job opportunities, and self -employment is a way t'6 avoid traveling 
30 or 40 miles to a factory job In town, Mapy borrowers^ place a high 
value on- being self-employed; a typical borrower's goal is to earn 
$200 a week and be his or her own boss. 

Job Start lends its mdney to relatively hi|h-risk businesses: 
all ^recipients are small businesses , and many owner-operators are 
unsophisticated in the business world ;^ alVvr^^ipienCs have been rejected 
by conventional lenders, and all have incomes bfe Vow $12,000. *Job Start 
does* not necessarily look for the'most proiit^ble venture'pr the ''best** 
deals; rather, the program seems to lend to anyone who meets its low- 
income guidelines and is a reasonable credit risk (on the basis of credit 
references and the feasibility of the business plan.) In its two 
years of operation. Job Start has received apprqximately 29.0 applica- / 
tions and has made 178 loans — a 607. approval rate. 

Loans can be used both as forking, capital ^and 'for purchase of 
fixed assets, ahd for start-up of new businesses as well as for expan- 
sion of existing businesses. Examples of assistance to business 
Btart-ups include: a loan to two women to open a beauty shop which now 
employs three people; a loan to a music instructor to enable him to 
rent a studio;^ and a loap to a man on ptib^c assistance to help set 
up a mobile home repair service. Loans for assisting existing 
businesses have included a loan to a bUcksmith to cnabld him to biro 
an apprentice, a loan to a glassworker to remodel her shop and hire 
an assistant, and a loan to a logging team to purchase equipment to 
improve the efficiency and profitability of its operation. As |^iesc 



examples suggest, borrowers range, from native Vermonters froro Ipw- 
income families (who most often seek to start businesses like logging, 
auto repair, or beauty shops) to newcomers, often well educated, who 
moved to Vermont seeking an alternative life-style. The latter are 
responsible for a large number of craf t^oriented businesses that Job 
Start has assi^t^^*^ glassblowers , puppeteer's , quilt makers, hand- 
weavers, potters, etc. * 

Program Administraton* . 

Although the State Economic Opportunity Office is ultimately 
responsible for the program,^ loan applications are reviewed by local 
boards appointed by Vermont ' s five community action agencies. Prospec- 
tive borrowers (most referred by community action agencies , some by 
banks) send applications to the SEOO. The Job Start coordinator , 
reviews applications, asks for additional information if needed (e.g., 
marketing plans or cash flow projections, depending. on the nature 
of the business), and helps those who qualify to develop a presentation 
•for the local review board. ^ 

Each local review board consists of a banker, two business people, 
and two low-income representatives. Job Start staff find the review 
boards quite helpful because of their expertise in loan review and 
business planning. Also, board' members often develop personal relation- 
ships with borrowers and offer them business advice. Finally, the local 

4 

boards are helpful because they takeVsome of the loan review burden 
off the Small state staff and ensure local support for the program. ^ 
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Unlike most small business development programs, Job Start does not 

• ' ' ' ■■ ^ ■ . ■ ' . 

offer much technical assistance to its borrowers. The reason for this, 
as noted above, is the small staff. SCORE volunteers have been helpful, 
especially in the cities, and the Vermont Council on the Arts has helped 
many of Job StarC^s craftspeople with, marketing, but more assistance 
could be used. Staff have' had some success linking borrowers with each 
other and with local board members for help*, but, to make this system , 

' " ' - ■ i . . ' ' 

mdre effective. Job Start would need a staff person to coordinate 
volunteers. * * 

Assessment 

In its first two years of operation, Vermont Job Start made 178 
loans totaling $425,000. All borrowers had annual household incomes 
of less than $12,000, and one-third fell within federal poverty guide-- 
lines. As cff June 1980, Job Start loans had helped create 98 jobs and 
had sustained an additional llU(these figures include both full-time 
and part-time jobs). The prograA has helped business owne;r& who could 
not otherwise haVe started, maintained , or expanded their businesses, 
and it has^ experienced a fairly low loss rate of between 5 and 8 percept* 

In the short run. Job Start's future is fairly secure, but its 
level of activity will decline without a new injection of capital. 
Staff estimate that the loan fund would have to be capitalized at 
$1 million (twice its present level) 'in order to make the program 
completely self-sustaining. The chances of this happening are slim. 
Job Start's application to the National Rural Development Loan Fund 
was rejected, arid it appears that the state's tight budget situation 
will only worsen as federal cutbacks continue. In fact, except for the 
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state's budget surplus of 1977, Job Start probably would not have been 
funded at, all. . * 

. Even if Job Start were funded at $1 million, it would have 
difficulty becoming truly self-sustaining as it currently operates.* 
*By lending money at eight-and-one-half percent — below the inflation 
rate — and using all int^^r^^ and delinquency payments to fund administra 
tion, the revolving fund's real value inevitably will decline over the 
years. The program is already beginning to feel the effects of this 

problem — now that all of the initial capital has been disbursed, 

■ -I ' 

3oh Start is limited t?fe writing $90-,000 a year in'new loans — the 
amount of principal repaid annually. . .. . 

In analyzing Job Start, four program-design issues emerge: what 
interest rate should the program charge; 'how selective should it be in 
choosing borrowers; how high should the loan ceiling, be ; and, should 
the program offer technical assistance. Some observers have recommended 
that Job Start raise its interest rate to a level closer to the infla- 
tion raie in order to maintain the real value of the fund. They argue 
that the problem confronting small .businesses is availability of capital,^ 
not cost of capital, and -that, any viable business can afford to pay 
interest equal to the infl^ion rate. ' ' . 

Job Start has ^neVer been extremely selective in choosing borrowers. , 
In contrast to private investors, who are always looking for a better 
deal. Job Start lends to anyone who meets eligibility criteria and 
appears to be a reasonable credit risk. Th^s approach has benefits for 
a^public pirogram. Because the'program is not advertised widely and 60 
percent of all applications are ap^roved^ community action agencies know 
that people they refer will have a good ^chanc^of being funded. This 



ensures CAA support for the program. Furthermore, staff time is not 
wasted reviewing and' rejecting hundreds of applications, and the 
program can make a large number of loans quickly. On the other hand, . . 
if the program operated more like a traditional finance institution by 
seeking businesses with the best livelihood of success, it might fund 
more successful businesses and leverage more traditional financing. 

To date. Job Start loans have leveraged, little bank money, both, 
because of the characteristics of the ventures Job Start funds and the 
size of its loans. Banks are reluctant to write business^- loans for 
.amounts as small as $5,000-$10,000, and Job Start loans in the $2,500 
to $5,000 range do little to help leverage larger bank loans. If Job Start 
had a capital fund of $1 million, program staff would advocate raising 
the loan limit to $10,000; with current funding of $500,000, however, 
they prefer keeping the loan ceiling low to spread the money among more 
businesses. 

Finally", a technical assistance component would help the program, 
although Job Start has done remarkably well without one. Job Start 
staff and observers agree thap if the program could afford to provide, 
technical assistance^, it could help more of its recipient businesses 
become more successful. , 

Job Start's success contradicts much of the conventional wisdom 
about small business assistance programs. The program makes small 
loans to unsophisticated, high-risk businesses, and it offers virtually 
rtO technical assistance, yet it has achieved a low loss .rate and has , 
helped a significant number of businesses ^tart up or expand. The 
program's success is due in part to its staff -- Job Start's first 
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coordlnatori who served until recently, is an extremely creative and 
dedicated person who was not afraid to take risks and assumed personal 
responsibility to make sure loans were repaid. The program's success 
can also be attributed to the capability of low-incom.e entrepreneurs 
ill Vermont, many Cbut not all) of^hom are well-educated in-migrants 
who may not be so prevalent among the rural populations of other states* 
As noted fearlier, the small size of the loans has alsb been a factor 
in achieving the low loss rate. And finally, the program is considered 
a success because, it started out wlth-realistic expectations. In 
contrast to some programs that set high goals for business expansion 
or job creation. Job Start hoped only to help low-income individuals 
make a living wage through self-employment: ,It does that. 

State Soppor.^ for RDCs 

General Description 
Vermont has 35 local development- corporations (LDCs) which were 
cC'eated by groups of local businesspeople . t'a enable their towns to 
qualify for assistance from the Vermont Industrial Development Authority 
(VIDA) such as financing for industrial parks. Many also qualify as 
LDCs under the Small Business Administration's 502 program, whicH enables 
thfem to leverage SBA money to help finance new plants. In recent years, 
groups of towns have joined together to form regional development 

>rporations (RDCs), which perform a function similar to a LDCs but ^ 
in a countywide scale. The LDC and RDC approach to economic development 
)cuses on industrial Hievelopment — attracting new industry to the 
^rea and helping existing industry expand. These ends are sought by 
vi'sits of representat Ives .of potential new businesses to the 
communityland by helping business owners put together financial packages 
for expankion. ^ ' . 
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Until a< few years ago, only the LDC in Burlington had full-time 
staff* ^Spurred by the success of that body, the state legislature 


• 




decided to appropriate funds for full-time staff positions in RDCs, 






apd it allocated $20,000 annually for each of the state's nine RDCs. 




- 


Funds are channeled through the state's economic deve lopment department • 




In order to receive a grant, an RDC must raise at least $10,000 in 






matching funds from its members, and it must hire at least one full-*time 




staff person. Most have hired an economic dcveLpper and a secretary. 






RDC staff carry out some industrial recruiting themselves, and 




• 


they work closely with the state's industry hunters. Most of Vermont's 






recent economic growth, however^ has come from expansions of existing 






local industry, so RDC staff also keep abreast of local companies' plans . < \ 




and help them finarfce land, building^, and equipment for expansion. 




• 


They do so by packaging VIDA and SBA loans*, whicht together, can. lower 
the cost of plant expansion substantial ly>. 


• 




1 • 




A typical ^RDC loan package might consist of fifty percent bank 


1 




financing. at market rates, forty percent VIDA financing at^four percent 






interest, and 10 percent "RDC financing" (the RDC borrows this money * 


* 




froi^' the client firm and lends it, back at no interest or at a nominal 






rate); the- overall interest rate is &hus well below the market rate* 




• 


RDCs that are certified as SBA 303 corporations can reduce the cost 






of borrowing even further, since 303 financing at treasury bill rates 






can be substituted for the back' s portion' of the loan^ackage* (RDCs 
generate part of their operating budgets through their loan packaging 






^activities — they can retain a fee for packaging 303 loans and VIDA 






deals.) Using these several financial mechanisms, one RDC last yeaf 
helped five companies build plants in it'^s county* The aided firms 


• 
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Included two West Gennan companies ent^lng the United States for the 

first time, and a locally owned wood ^tove manufacturer that expanded 

from 20 to 80 employees. 

Program Administration 

State aid to RDCs is a decentralized program. Money is allocated 

to all RDC$ that meet the eligibility criteria: Their boards must 

reflect their member towns; they must obtain matching funds from local' 

government^ or business; arid they must agree to hire a full-ttme staff 

person. Beyond that, the state exercises no control over staffing or 

staff activities. It is thus clear that RDC staff work for th^ir 

* • 

regional organizations, not for the state, and t^at situation forces 
them to be responsive to local needs. State officials are pleased with 
the quality of staff hired by the RDCs through the. program. Local RDC 
staff, considered together, actually outnumber staff in the state economic 
development office. This means, in effect,' that the state has chosen 
to disperse its resources to local organizations rather than retaining ' 
them under central control. 

The state's department of economic development holds monthly 
meetings with RDC staff to exchange information and plan strategies. 
State staff, however, claim^no particular expertise and do not see 
themselves as trainers for RDC staff ; rather-, they try to facilitate 
the flow of informat ion .throughout the state. The state reserves a 
pool of money from the RDC appropriation for trainilig, and, on request 
from individual RDC staff members, it pays their way for training 
seminars. 

The state also helps by referring snow industrial prospects to 
individual RDCs, though some RDCs complain that such referrals are not 
made uniformly throughout the state. The Burlington area tends to 
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attract, a good portion of the new industry because it a metropolitaa 
area with a universityi airporti and other facilities. When a 
prospective newcomer firm expresses' an Interest in Burlington/ state 
economic development staff rarely try to steer it to a more rural area. 

In general, relations between state economic development officials 
and the RDCs are good. RDCs work closely with VIDA in packaging loans, 
and the state's development department helps link RDC staff together 
tt prevent the isolation that might otherwise occur. One basis for ' 
smooth relations between RDCs and the state is undoubtedly the state's 
willingness to glye the local groups autonomy in hiring staff and 
conducting activities. An important qiiest^ion about this mode of 

ope rait ion ^ however, goes to whjct hex„t he RDC^, , might bfene fit f rpm more 

guidance and' technical assistance^ from the state. 

Assessment 

RDC staffs have been effective in packaging loans for expanding 
industries and, to a lesser extent,* In recruiting new industry to th^ir 
areas. Additionally, sex^cral RDCs hav<; initiated other development- 
related programs such as regional transportation systems. ' 
< 

In the past year,' two RDCs have been designated Certified 
Development Companies under the SBA 503 program, and others hope to 
be so designated soon. As noted above, that designation gives RDCs 
access to capital for long-term loans at manageable interest rates. 
The 503 program's requirement that local development organieations have 
full-time staff makes Vermont's RDC assistance program particularly 
meaningful. Without state assistance, few LDCs or RDCs would have ful^- 
time staff and hence few would qualify to become 503 corporat ions « 
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Funding for the RDC program appear8^ secure. The leglslatiire 
appropriated $190,000 this year and has' guaranteed that level funding 
for the ^ext five years. The program appears to be popular because . 
it costs relatively little, serves the entire state, and has C|ie baqking 
of Influential local businesspeople and developers. 

One reason the program is manageable in Vermont is, of course, 
the size of the state. Vermont can be blanketed by making grants to , 
fii relatively small number of RDCs (nine), each of which in turn serves 
a relatively small geographical area and population. The program.* s 
effectiveness is further enhanced by VIDA*s financing resources and 
by the state's .determination to increasl^ manufacturing industry. 

In the next few' years, more states^ may begin contemplating programs 
like this to enable localities to take advantaged of SBA's 503 program. 
If they do, they can learn much from Vermont * s ' experience . First, local 
autonomy seems^ crucial to the program's success. Without Ipcal control, 

RDC staff would hot have a clear loyalty to the RDC, and local 

... ^ , 

governments would not necessarily have a comniitmcnt to the program. 

Backup support from the state is equally crucial in the form of training 

mechanisms for exchange of information and ideas, and a solid state 

finance agency that'carT work with local staff. Finally, hiring the 

r^ght staff is critical, since, in most cases, the^^ill work alone. 

* 

Act: 250 " 

General Description 
Act 250 is Vermont's basic law regulating development. It is a, 
singularly broad law; it covers all commercial and industrial 
developments of more than one acre, housing developments of more than 
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10 units, road construction, and all consfiruction on sites situated 
abov^ an elevation of 2500 feet. The law assesses development proposals 
on the basis of ten criteria, including! impact on water supply; 
potential for^causing pollution or highway congestion; fiscal impact 
on municip^ities ; impact on forests, agricultural land, and energy 
cpnscrvat ion.; and conformance wi th loca 1 or regional development plans • 

The law was enacted in 1970 in response^ to the construction of 
large-scale ski resort developments in southern Vermont, wRich were ' 
seen as, environmentally unsound in the most basic sense — they caused, 
erosion of hillsides and polluted the watet supply. Since then, the 
original legislation has been expanded, and its implications have? been 
widened through an accumulation of case law. Two recent controversial 
cases, both in tiie Burli^i^on area, show just how far Act 250 has been 
extended. ,ln the first case^ the Pyramid Company was refused a permit 
to build a shopping mall on the outskirts of Burlington because the 
construction might have hurt the city's central business district. 
In the second, a microelectronics company was restricted in the selection 
of a site for its new planb» in order to preserve 40 acr^s of prime 
f a^mlankl . ' ' " 

Act 250 is administered by an int!eresting Cfjmbination of state 
amtl lotcal entities. Nine 3-member^district commissions, appointed by 
the Governor, rule on all permit requests. Their decisions maly be 
appealed to the state-level Environmental Board, whicK is also appointed 
by the Governor. Each district commission has one staff person, and 
although the district commissions are independent of one another, their 
staffs all report to a single official — the staff director for the 
state Environmental Board. All of the commissions • staff people are 
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administrators, not technicians; for technical support, the system relies 
on a number of state agencies. An attorney at the state environmental 
agency chairs a committee of state agency staff and coordinates their 
work related to Act 250. The state commjittee often^files briefs or 
" appears at Act 250 hearings. And In recent years, the Development 
Cabinet (whith consists of several department-level secreta'ir ies) has 
become involved in Act 2^50 cases ot majhr significance. 

All activity under Act 250 is funded by the state, exQC^I for the. 
involvement of Ideal planning boards, town selectmen, and regional 
planning commissions , wKi<li ^re staU iJ^6ry entities and cs^n file briefs 
in Act 250 proceedings. Despite continuing controversy over the Act, 
the state has continued to appropriate funds for its enforcement. 

Program Administration 
As- a state program which regulates local land use. Act 250 has 
the potential of creating conflicts between state and local government^ 
Such confli'cts, however, have in large part been avoided, partly because 
of the way the program is structured administratively. District ' ^ ^ 
commission members are appointed by the Governor, and to date the 
Governors have kept these appointments apolitical and well-balanced — ; 
a strong environrhentalist , for instance, will be balanced by an advocate 
for development. In addition, the local commissions reflect the 
->di-£.(erence8 among regions within the state a proposal that would 
be easfly approved in Burlington might well be rejected in a rural. area 
on the grounds that it was too large for the area. District commissions 
ca^ exercise quite a bit of discretion, «ince the basic legislation 
contains few details and since there are no attendant rcgiilat ions; 
consequently, most cotnmission decisions are governed by precedents 
established through case law. 

9^- 203 . ' 
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^ the autonomy and discretion of the district commissions is 
balanced by the district staff, who are more closely^ tied to the state. 
It is the staff member who actually drafts the permits which detail 
what the developer can; and cannot do, and. the state-level supervisor 

'if : ■ 

of all the commissions* staff members tries to maintain a degree of 
uniformity across the state. 

In the absence of good interagency coordination, the Act 230 
process would never work. Jhe attorney at the state, environmental agency 
who coordinates statc-lcvcl work holds weekly meetings with his '*Act 
250 club*' to rcvlie'w permit applications and to determine which cases 
the state needs to involve Itself in. Then staff at the affected state 
department — transportation, agriculture, energy, air and Water 
quality — research the development proposals and prepare presentations 
for district hearings. 

Assessment 

Act 230 clearly has not served as a brake to development in Vermont: 
over the past 10 years, fewer than 3% of the 3,391 permit appl legations 

,have been denied. The Act has, however, affected the quality of develop- 
ment. Projects are granted permits ojily after inclusion of conditions 
that .ensure they will be environmentally sound in design* 

The Act has also affected the specific location of various 
developments. Because Vermont has only a limited amount Cl good farm- 
land, protecting it from industrial, commercial, and housing develop- 
ment has become an Important issue, particularly since the areas that 
are growing fastest happen to be the area's with some of the best 
farmland. Furthermore many company executives are attracted to Vermont 

'in the first place because of its beauty, and some see no inconsistency 
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^ Although Act 250 ha« cdirie under some ^riticistn' lately r®"™^^^®'! 
..state' s secret/ary vfor' development , arnotig others) / most pbservers do not 
, beAi^ve the .Act is in danger of repeal . The Act has beqon^^ well- ; 
estaBlTsHeHT^^^ and while it will continue to change bv€ir the 

years,; it will, ^ in all pirpbability, remain a^^^part of the developr 
menti process in \fer;mont:. 

liiich has been written about Aft i 50^^^^ and much of what ha^; l^eeri 
written would be of interest to other stages interested^ in initiatfng a 
similar process forionahaging development. What is particuiairiy worth 
not Ing here is that the State ' js rplW in guiding devdlopmen^t can be a^, * 
important, as its tole in eocauraging^^ d^ Many Vermpnters 

be^e^ that Act .250 has ac,tufirlly contributed to ebonomic growth by 
protecting the very qualities" that make Vermont attractive to investors 
^ahd employers; The potential tor the development of a bureaucratic 
establishmentv acting to scare a\;(ay. potential industry ~ feared by some 

early on -- has simply not be ' * ^ * 
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Northeastern Vermont Development Association - 

■ « * ■ ■ / ' " ' ■■ 

General Description 
NVDA, is a 30-year-pld regionai development corporation and 
planning commission covering the three counties that comprise Vermont's 



*The state Environmental Board h^s prepared a bibliography of 51 articles 
dealing with the Act • . ■ . ' ^ V 
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Nor theast Kirigdoni» This is the poorest; and most rural- region of » 
Vermont --^ the largest tov^ has' a population of 7,946, and only three othefr 



tpwps have more than 3|000vpeoplei NVDA is , concerned with economic develop, 
mcnt in the' broadest isense- — "development of housing, transportation,*^ 
'and hospitals, as well as industrial parks. As a regional planning . 

commission, it helps member towns with planning, zoning , and proposal ' 

" ' • ■ ■ 'r- -cc ■ " , ^ ' ■ ■ ■ * ' ■ ' 

writing; as a HDC, it operates two industrial parks, administers a'^ 

re4rolving loan fund, arid carries^ put industrial recruitment. " 

NVDA*s 'director describes the- organization's economic development 

strategy as similar to **the old EDA strategy since it concentrates on * 

the establishment of growth ceiifecs and secondary growth centers^ within 

«the region. The approach is targeted closely on industrial develop- 

ment ~ building industrial parks, helping firms obtain financing to 

i}uild plants and, over the years, NVDA has received considerable E^DA 

■ -1 ' ■ .'' ' . . . . . • • ' ♦ 

assistahci^ for such activities. • 
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At the; ^ame time, however, NVDA has gone beyond the -narrow defini- 
tion of.*econo1mic develo|>|nient to " assum^ responsibility for a variety of ^ 
hunian ^service programs, including the region's program for the elderly^ 4^ 

a regional transportatio^^system, and CETA program'si Its broader "inter- ^ 

' ■ r . ■ -A'^ . v. ■ ; : rv.- >/ ■ ■ ' . • -.■ . •■ 

pretation of economic development is lal so ejvij^e)rit in its requirement v/ 

that firms recelvirtg NVDA assistance p^p^ at least 150;per<*ent of the 

miTtlmum wage. In addition to. industrial development and human services 

work, . the orga^ii^ation has also worked to promote tourism in- the ,^or^h- .fe^^ 

■&ast Kingdom, Whil6 ^agr&ulture (dairy^i f a^r^injg) is a mainstay, of; t '% ' 

th^ regional economy, NV0i^ is\nbt invpf;\fied in agricultural development > ;i> 

^b^Causlb ''^Jher ^i^ps. .are.- takin^^^ \ - ^ V-J.l<^ ' 4? 
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, NVDA is goverfied by a board of approximately 100 members including 
two representatives from each town in the region (appointed' by the town 
selectmen), every state legislator from the region, and representatives 
of several citizen groups and a college. The broad base gives the l^VDA 
board a degree of political influence* with the Governor and within the 
Northeast Kingdom. The organization's staff, however, is small — a 
director, assistant, community development specialist, industrial 
development specialist, and a secretary — and is funded by the state's 
grant program' to RDCs. 

- Approximately two-thirds of NVDA's operating budget comes from the 
state under grant programs for RDCs, regional planning commissions , and 
other local agencies. One-sixth of its funding is local, and one-sixth 
federal, through its ties with an EDA economic development district, 
NVDA has accesfe to a $500,000 revolving loan fundj^nd it recently 
established its own revolving loan fund through^ special CDBG grant. 
As a SDC, NVDA also has access to VIDA financing for industrial parks 
and plant expansions'. Over the years, the Association has also used 
HUD and other federal monies for housing development projects. ^ 

While NVDA has contributed to many aspects of community develop- 
ment in the Northeast Kingdom, the organization prides itself particularly 
'on its industrial development activities. It owns two industrial parks, 
financed with help from VIDA. Two LDCs.in the region have industrial 
paks as well, and NVDA helps market all four parks. The Association's 
•first priority is to work with local ly based firms th?t are expanding 
bu't in the past year NVDA has also begUn doing industrial recruiting 
itself.. It was able to take on this new iunction when it hired a full- 
time industrial developer through the state's ra)C assistance program. 



•Through the'joint efforts of the industrial developer and the 
director (who has been with J^VDA for Over 10 years) , NVDA kefeps, tabs 

on local industries *. expansion plans and offers assistance in lo^tt' 

'. ■ ' < • ' ^ ■ ■ ■ ' ' * • 

packaging, locating ,ijndustrial space, and stjlving environmental 

problems. NVDA's dual status as regional plai;)ning commission and regional 

deVelopinent corporation permits it to stay aware of economic develop- 

\* ■ • * 
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ment activity in xhe region and enables it to get involved in all 

phases of development, from helping a town write a proposal for extending 

its water system to helping a firm obtaift financing for expansion. ' ,v . 

i'vNVDA's director describes the Northeast Kingdom as a capital 

shortage area: most local banks are branches of Burlington banks, and money 

tends to be exported from the region and invested in Burlington. The four 

Iqcally based banks are small and have conservative lending 'policies . 

NVDA has helped small firms work around the banks by borrowing mon^y 

secured by its own assets (two industrial parks and residential property) 

<and lending it to companies that the local banks had turned dowp. 

NVDA's revolving loan funds also help firms that have trouble 

■ ■ - * ' '\ ■ ' ■ ■ 

obtaining bank financing. NVDA's first revolving Iban fund was a 

■ X • . , * • ■■ ' ■ ■ ■ . - ' 

$506,000 EDA fund earmarked for the Northeast Kinjgdom in 1980. In ^ 

one y^ar, $300,000 Jias been Iqnt in amounts between $20,000 and 

$100,000. Most of the money has gone to local firms that were expanding, 

^' <, ' ■ ' ' ' 

includ^ing several small machine tool companies whose growth has been 

fed by the booming electronics industry in Burlington. Most loans 

have been for fixed assets, but some have been for wording capital. 

A typical loan package includes twenty percent financing from the 

revolving loan fund, forty percent from VIDA, and forty percent bank 

financing; NVDA' s director believes that the revolving fund has lever- 

aged bank^ l:oan^^ that would not otherwise have been available to those 

' ' 208 ' ■ . 



businesses. The fund has also re<Juced the cost of capital, -since it 
briigs in sixty percent of the loan amount (VIDA's share plus the • 
revelving fund's share) at less than the inarket rate, 

■ NVDA's new revolving loan fund.wiU lower the cost of financing 
even further. This year, NVDA obtained' $100,000 in CDBG funds (through 
a special grant to the sta^e of Vermont) to lend in conjunction with its 
..newly deaignated Certified Development Company under SBA section 503. 
NVDA plans to use this fund for deals that cannot attract bank participa- 
tion; 'a typical package might include ten percent revolving fund financing, 
forty^H^^rxi^nt VIDA financing, and fifty percent /f inancing. through the 
Certified Development Company. ^ 

Relationship with? the State 
' NVDA described its relationship with state agencies as varying 
from smooth to rocky, as pVrhaps, befits a regional advocacy group. 
■ NVDA frequently urges the state to target m^re assistance to the ilorth- 
east Kingdom and other poverty pockets by directing more industrial 
prospects to those areas or by limiting VIDA's four-percent financing to 
depressed areas. While the Association has been frustrat.Gd in these 
efforts, it has had more success in other areas. Its $100,000 
•CDBG revolving loan fund, for example, was obtained through a combina- 
tion of NVDA's initiatives and political influence. NVDA learned of the 
availability of discretionary CDBG money and asked the state to file an 
application in its behalf. The state was somewhat reluctant to do this 
without giving other regions a chance. to apply for the funds, but 
it did so anyway. A regional organization with less political clout 
ould not have 1)een able to obtain the CDBG money so readily. 

Assessment 

In its 30 years of operation, NVDA has been a catalyst for many 
kinds of development in the Northeast Kingdom, from housing to human 
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service program^ to industrial development. While other organizations 
in the region have performed similar functions over the year s , . NVDA' s role 
as both a RDC and a regional planning commission has given it special 
status. It has been closely tied to iocal"governmei^ts , helping them wit)i 
zoning, planning water and sewer systems, and low- and moderate-income 
housing. At the same time, it has deve loped st rong relationships with 
local industry, providing loan packaging, financial, and technical 
assistance for expansion. In a^ region where local governments are quite 
small and have limited capacity to foster economic development, NVDA 
has filled a gap in the planning and initiation of development projects^ 
As a quasi-public organization, it has accomplished more than either a 
governmental body or a typical local development. corporat ion could have 

; ■ . ' - ■ 
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done, helping governments plan for development and then helping that 

development to take place by building industrial parks, packaging loans, 

. an^d the like . < . . 

J- .' ' •. " ./ 

NVDA will clearly be affected by federal cuts in EDA, HUD, and FmHA 

programs. While it has not relied on federal programs for its own 

r 

•operating budget, many of its community development projects and its 
revolving loan funds would not have been possible without federal 
funding. The director points out, however ,^ that a substantial industrial 
infrastructure has been put in place in the Northeast Kingdom during the 
^Os . and federal development funds are less essential than they were 
10 years ago. Between VI.DA's industrial financing and state assistance 
for operatii^^ expenses, NVDA's future. as a regional economic development 
force looks relatively secure* 
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There is another development organization .in the Northeast Kingdom 
that merits mention along with NVDA: the Northern Community Investment 
Corporation (NOIC), a private nonprofit CDC funded for the past six years 
by the federal Community Services Administration, It serves three counties 
in northern' New Hampshire in addition to Vermont's Northeast Kingdom. NCIC 

grew out of local community action programs in the two states, and it i^ 
HP ■ 

tied less closely to the political structure th^n NVDA; it does, however, 
have a strqng local base , of supporj:, with' 1000 member^ ranging from 
low-income citizens to business proprietors. 

NCIC*s federal funding for both administration and business invest- 
ment has enabled it to offer direct financing to a wide range of businesses 
it has three business development programs, designed to meet three needs 
of the regiyon — the needs for venture capital, developmental debt capital, 
and loan guarantees for small businesses. In addition, the organization 
develops and nianages l,ow- and modej^^te- income housing. 

In its venture capital program^, NG^C offers equity ^nd subordinated 
debt to new and expanding businesses . V Recipient s have included a*paper^ 
mill, a shoe manufacturer, a metalurgical company, and a printing 
company, all in new Hampshire. Between 1976 and 1980, NCIC invested 
$2.7 million in local businesses and leveraged over $10 million in bank 
and private financing. 

NCIC's second business development program is a $1.5 million 
revolving loan fund established a year ago with funds from the National 
Rural Development Loan. Fund* This money has been used so far for 
moderate-sized loans ($50,000-$250,000) , which in most cases have leveragccl 
an equal amount of bank money. The fund has helped finance construction 
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of a supermarket and provided working capital for*an electrical contractor 

■ ■ . / 

a printing company, and a ski wear manufacturer. * / 

• ' ' ■ * ' / 

The third program, a revolving loan guarantee fund, tielps smaller 

.J 

businesses by-guaranteeing up to 507. (or up to $20,000) of bank loans. 
Among th^ businesses helped by the guarantees have be^ retail stores, 
a small manuf a'Cturer 'of reflective apparel for Joggers/ and an auto 
repair shop. Most of th^ loans guaranteed were for business expansion. 

NVDA and NCIC have taken different directions as development' 
organizations, . partly because of the different types of funding available 
to them. With access to iA^stment capital through the CSA Title VII 
grogram, NCIC was able to pinpoint capital gaps^in the region and 
design its assistance ^icordingly. NVDA, -lacking access to such 
flexible money but havlngj^ close ties to local government, has concentrated 
on infrastructure tJ^elcppment and on helping firms obtain VIDA financing 
fon expatteion. Through* its equity financing, NCIC has^15&en able to he4p 
business' start-ups and ot^her high risk ^ven£ures that would not qualify 
for VIDA financing; through Its revol^ihg loan and loan> guarantee 
funds, it had ass/sted retail and service businesses that would also 
have bq^en ineligible for VIM assi&t^f)<£^e . ^ ' 

In an isolat^jl, underdeveloped region like the Nbrtheast Kingdom, 
there is a need for organizations like both-NCIC and NVDaT Local 

^ r '^-^ ^-'^ v; 

governments , need help in planning an|l developing industrial infra- 
structure, housing and transportation services, ai$4 o^her components of 
» economic development , and bCisin^s^es need sources* ©f. financing to supple- 
ment what' is available inUihe private market. A financial assistance 
organlzat i6n; like NCtA^,. though , is difficul^t to develop. It requires 
•>*• ' ■ • i ' ' • ■ 

'5 • ' *" ' ' * 

■ ■ ■ ' 
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staff with sbphlsftlcated business skills and a pool of Investment 
capital that Is hard to come by, especially with the demise of the CSA 
Title VII program. A more political organization like NVDA is also hard 
to- develop, though for a different set of reasons. It takes years of 
work ^nd a good sense of politics to build credibility and gain the trust 
and support of local governments and the business community in a three- 
county region. And while NVDA has relied more on 'state than on federal 
funds for its operation, its industrial parks probably could not have 
been constructed without federal assistance. That sort of federal 
money, of course, is no longer available. 

The public-private nature of both organizations Is essential to 
their functions. They could not operate without public funding, and 
their purpose is a public one r- to develop the local economy, create 
Jo\)S, and improve the local quality of life. Yet close cooperation with./ • 
the private sector is necessary to achieve those goals. In an economically 
depressed area lik^i the Northeast Kingdom, private business needs all. the 
help it can get from organizations like NVDA and NCIC in financing, loan 
packaging, and infrastructure 'development . 
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.1. INTRODUCTION ' 

Overview . .• 

Mlth.over five million residents, North Carolina is the 11th most 
populous of the states. Its residence patterns are predominantly rural — 
in 1970. less than half of the population lived in urban areas (cities or 
towns of more than 2,500). And even its urban j«)pulation is widely 
dispersed, with many cities in the,30,000 to 100,000 popula^on range, 
and only one as large as 300,000. While all areas of the state are 
showing growth ajTpresent, the smaller cities and towns are experiencing 
the fastest rate of growth. 

North Carolina's economy has been marked historically by relatively 
low-wage* Jobs in the furniture, apparel, and textile industries. Its 
Industrial production workers receive the lowe st , average hourly wages in 

r 

the nation, and it is also the, nation', s least unioniz.Td state. North 
Carolina has a larger percentage of its industrial work force employed 
in manufacturing than - any other ' state, but It also hfas a strong - 
agricultural base. North Carolina ranks among the top states in rural 
farm population and eleventh in farm sales. 

The state stretches 600 miles from -the Appalachian Mountains 
eastward to the Atlantic Ocean. U has three major regions — the 
Mountains, the Piedmont, and the Coastal Plains - each with its distinct 
characteristics. The Piedmont, in the center of the state, is the most 
industrialized area, the most urbanized, and boasts the highest per 
capita income. The western Mountains and. the eastern Coastal Plains* / 
have experienced growth in recent years - both industrial 'expansion 
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and population growth due to in-migration of retirees and vacation 
homeowners — but their per capita incomes still lag considerably 
below that of the Piedmq/it, ^ ' 

fin , • ■ . , 

North Carolina had a 1979 per , capita income of $7,359, placing it 
39th among the states. The state's manufacturing; and overall employment 
bases have expanded in recent years, and employment and income have been 
growing in both i^rban and rural areas. Higher-wage jobs, however, 
remain concentrated in the urbanized Piedmont region. Much of .the rise 
in per capita income in rural areas is attributed to an increase in 
labor force' participation, especially among women, and tx> a shift of 
low-wage -agricultural labor into manufacturing jobs. These trends, 
however, seem to have peaked, and future' income gains in rural North 
tarolina will depend largely on the devclopmetit of higher-wage jobs. 

Economic development in North Carolina is generally equated i/ith 
industrial 4evelopm<*jatLj^_.aad„JLhe^8tate is recognized. Jiationaliy-iiox 
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its success In industrial recruitment. All levels of government are 
involved in this effort. The state Department of Commerce spearheads 
the industrial recruitment drive, with support from the many cities 
and^countics that employ local industrial developers. The Department 
encourages communities to identify appropriate types*of industries 
and to develop local marketing strategies; communit ies«that mc^t^ these 
and other industrial recruitment criteria are designated **Communlt ies 
of Excellence**, and are given special preference in the state's recruit- 
ment efforts. The Department of Commerce employs industrial field 
representatives, working from seven regional offices, to help match 
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Industrial prospects to specific conmiuni ties, and it holds workshops 
•-i^o train economic development teams from- small towns and rural areas; 
/ The Department of Commerce is al86 involved in a number of other . 
economid development activities! assistance to incoming and expanding 
businesses; export marketing} labor force data; identification p£ , 
financing for business and Indu^strial development; technical asslstfincfe 
to, minority businesses; and buyer-supplier conferences. The Depart- ■ 
ment operates a center' to assist . industry in adopt-lng new technology, 
developing new products , .and improving manufacturing pVocessess, and it 
administers a revolving loan fund ta help supply tnote ^hell buildings 
for leasing by Incoming businesses.. 

> The state Dep'artment of Natural Resources and Community Development 
(NRGD) and the Department of Communfty Colleges (DCC) are also involved 
Instatewlde economic development. NRCD Is the balance-of-state operator 
, for the CETA prograrti, and it provides technical assistance to communities 
for infrastructure deve.lopment and community economic development through 
the a)BG and UDAG programs. North Carolina ' sOvOf^Ul^ty college system, 
. one of the mo^t extensive systems In the 'count ry , ip under increasing 
pressure to meet the industrial training needs of the future. One 
response. has been the New and Expanding Industries Program, under which 
DCC designs 'training programs to ipeet the specific employment needs 
of new companies. " » ^ 

Finally, the state is dividqd into eighteen mult icounty planning 
regions served by. Lead Regional Organizations (LROs). LROs offer 
assistance Vo local governments in a range of areas — human services, 
infrastructure building, cornmijnity development ~ and several offer 



assistance in economic development planning and business devielopment* . 
TWo years ago,^for example , a LRO received an EDA grant to create a 
revolving loan fund) for., business development. Several counties 
have formed authorities to issue industrial revenue bonds, ad^ many 
tovms*and counties have created local development co;rp6rations« 
State Rural Policy ^ , ' . 

North Carolina' s leaders ha-ve long espoused policies supporting 
economic development through diversification of industry and increasing 

em][>loyment opportunities in rural areas, the states' s current Governor, / 

\ . ' . . ... . . _ ■ . • ' 

James Hunt, has adopted these means as part of his overall pol|.cy for 

creating more arid better jobs in North Carolina in order to increase 

• ' • ■ . ■.*■'■ ' ' ■ ,' 

per capita income* Durii^g its fir st term, his administration developed 

■ ». . ' " ■ ■ " - 

the Balanced' Growth Policy , ^which see'ks to coordinate public and private" 
investments throughout tHe state toward the-goal of providing iiigher- 
wage jobs where; people live_.^ THe_ Gbyern^ put the Balanced ' 

Growth Policy into place through such initiatives ^s the Farmers Home 
Administrati6n Agreement , which tried to target FmHA resqurces . to small 
, towns V and rural areas according to the' tenets of the Policy* A federal- 

•'" ■ ^' . ■ ^ ' ^ ' ' '" .. ' • ■ . ■ ' ■ . .'V. - . ' ■ ' ,'' '. .■ . 

state-local Rural D6velopmieot JCk>c>rdinating? Committee was set' up to over- 
see ilfnplementation of the Agreement The committge foYmulatied a "Small 
, Cities and Rural* Areas. Development Strategy*' which dealt with develop- 
merit issues related to 'agriculture , business ""and iriclustry , hotistng, , 
and community facilities*^ , 

The Balajiced Crowth Policy, as such', has* received little, attention a/ 

during Governor Runt 's ^ecohtf term. While the commitment to, "more and 

^ . " * ■ ■ ■ ■ , , ^' ■ . ' '■' ' \ ■ ■ ' ■ ' •■ 

.better jobs" cSmtinues and an .'extensive industrial effort is . 

. •„ . ^ ■ . ■ ■ ■ > . ; • ■ ' ■ „ - ■„ 
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$till undeV '^^^ fiaUnced- Growth Policy Board has been replaced by 

V '"i**^ Co»nrt^^ Future of North Carolina, charged with jxlam^ing 

development in the state to the year 2000. The Conunisslon will address^ 
such issuess^sv," human needs, the economy,, 

resource constraints and eTivironment, f ood and ^f iber , imjia^t of techno- 
logy:, transportation, and citizens/gbvernment." It is top e^tly to 
.tell if the new Gbiranission* s policies will continue the rural focus or 
the /emphasis on di^|>ers of growth that figured in the earlier 

.policies. - " •■ . • ,, > V--. 

i-, • •.• » . • ■ ^ ■ . ■ « ^ ■ ■ »• ■ • ■ . • ■ . 

Programs Studied 

r. Although MDC has monitored a wide range of rural development 

programs in North Carolina ,over the past twot year s , thi s report covers 
onlyv those p^ are most directly related to economic develop- 

ment, (Readers seekihg information on other Rural Employment Laboratory 
projects are referred to The North Carolina Rural Employment Labora- 
tot^; First-Year Final Report [May 1980], and to interim reports [Novembe 
1980. and May 1981] entitled Facilitator^ s Role in Collaborative Rural - 
bevelopment ; The North l3aroHna Rural Employment Laboratory . ) The 
efforts treaft(e4. include twofecoriomic development projects and a regional 
policy development organization. 

The first project is the Wanchese Harbor Development Project, a 
state effart to build a large-scale , modern, diversified seafood 

\ processing center^ on the North Carolina coasts The pro ject involves 

local, state, and federal agencies along with ^private industry in an 

K , ^-^'-V ' ' ' • ' i , ^ ^» \ ■ / ■ ' \ ■ ■ ' 

attempt to capture for North C^rplina the full economic benefit of the 

■■:<:' ■ , • ■ ' j j- , ■. ■ ■ • 

seafood harvested along the state's poast. 
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' The seconf^economic developmentv project treated is the Graham ^ 
County Railroad Projeet* It is a locally initiated effort.to boost 
the sagging ecortomy of a sparsely populated, rural , mountain county 
by'feopening its only link with major freight-handling rail carriers. 
It has als6v involved a Wide range of federal, state, and local partici- 
•plants* Both prdjecti provide lessons in, planning and implementation 
.of c;omplexV long-t^rm development projects in rather isolated rural 
^ areas v^- • , 

the third case study is of a public-private leadership council 
called We st^yn Nbrth Carolina Tomorrow. TheC council was organiz;,ed 

to increase citizen participation in the formulation' of future regional 

./j- / ■' , ' ' ■ . • 

tdevelop'ment policies and programs foV a 17.-countv area in southwestern 

Nor t1i Carolina. WNCT provides an example of th<^ combination of ' 

technical resources from a regional universit!>^ with the leadership 

' ■ . . ■ • • , ^' ^ ' . 

of local elec^ted officials and private citizens to devise and implement 

regional growth policies f()r a large rural area. 

■'."»'. ' - ^ 

II. RURAL DEVELOPMENT PROGRAMS AND INSTITUTIONS 

Wanchese Seafood Industrial Park 

General Description . 

The Wanchese Seafood Industrial Park is a joint local, ^tate, and 

federal initiative to develop the North Carolina seafood inaustry. , 

At the small fishing village of Wanchese on the North Carolina Outer * 

Banks, an industrial park devoted entirely to the seafood . industry 

e - ' . ■ ft ■' • I ' ' ' > 

has taken ^hape after years of ^planning. The pa^rk lies^pn the. southern 
,end of RofXnoke^ Island, several miles northwest of Oregon Inlet, ^ 
/the Dare County fishing fleet's gateway to the Atlantic. The seafood 

park is state-owned; it is operated by a statq-created authority 

similar to a- ports authority. 
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Th« project at Wanchese hji^ been developed "in three ^has^, 
Fir^t/ the harbor was enlarged and deepened. Then, on-shore facilities 
needed to 'siipport commercial seafood processing and fishing operations , 
Jere constructed. At present, the seafood park is being promoted 
to prospective commercial .tenants. ". , ^ . ' • 

The first tWo phases' of the project - harbor preparation and 
construction of basic inTrastructure - h^ve been completed with 
a/combination of local, state, and federal funds. During the ongoing 
final phase of development, private firms are building and will . 
operate processing facilities under tenancy arrangements with the. - ^ 
State of North Carol ina. ^ The state . in turn, will administer the 
park and maintain state-owned facilities with rents and" fees paid . 

by the commercial tenants. 

Dare County encompasses most of North Carolina's Outer Banks, 
including the Hatteras National Seashore and Wildlife Refuge. Tourism 
\s thi tounty's major industry; underemployment and seasonal unemploy- 
ment are hlfeh. The successful development of the Wanchese Seafood 
Industrial Park would mean a seco^od major employment sector for 
the county. Development of the fishing industry would complement 
the local economy during the winter months when. tourism is down, 
and it bould also provide some measure of insurance to a single-industry 
county that stands to lose much of the infrastructure for its economic 
mainstay in the next hurrltane. . 

Dare Cdunty has played an impbrtant role. in the project since 
its Inception. The chain of evehts which led up to the seafood 
industrial park actually dates back to the l9AOs. when Dar|^ounty 
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residents b^egan efforts to obtain federal funding to stabilize Oregon 
Inlet and improve the navigation channel int<j Roanoke Sound. The 
channel improvements were completed in the early 1960s; in 1970, 
Congress authorized funds for the expansion and deepen:ILng of Wanchese 
Harbor and the stabilization of Oregon Inlet, with the stipulation 
that the state develop and maintain the expanded harbor. While 
the inlet and harbor projects were separate, they were also very 
much interrelated: If Wanchese is to realize its commercial fishing 
potential, proponents state , 'harbor development must be accompanied 
by the guarantee of safe ocean passage that only the^ inlet stabiliza- 
tion project can provide. "~ ^ ^ » 

Attempts to acquire the necessary land for harbor expansion 
and to resolve environmental impact questions spanned nearly six 
yearsk In December 1976, Dare Coun-ty and the North Carolina Ports 
Authority acquired land Cor the expansion in the name of North Carolina 
Until that point. Dare County interests had been the sustaining 
foiece behind the Wanchese Project; at that time, the state was aslced 
to take the lead' role in the overall development project. 

The Coastal Plains Regional Commission aVso played an instrumental 
role in the development of the seafood industriar park concept in 
North Carolina. The Commission had, a continuing interest in the 
potential economic impact of seafood industrial parks, and it had 
commissioned a study of such parks at about the time the State of 
North Carolina was^' preparing to develop Wanchese Harbor. StatJ^ 
of f icials' saw in Wanchese an opportunity For addressing an issue 
mvioh larger than simple harbor development. Encouraged by CPRC, 
they proposed that North Carolina build a- seafood" industrial park 
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at Wanchese Harbor to attract a more' complete and diversified seafood 
industry than the state had ever housed, ^ ^ 

The Coastal Plains Regional Commission approved a grant of 
$325,000 for planning, land acquisition, and engineering design 

4 , i ^ ^ 

of the seafood industrial park. With the Commission's grant providing 
needed leverage, the state applied for and received major funding 
for projfect construction from' the U. S. Economic Development Adminis- 
tration. A $4,240,387 grant was awarded to th^ state to help build 
the seafood industrial park as a means of addressing the long-term^ 
economic deterioration of the area. Project construction funds 
i^^ the amount of $2,500,000 were appropriated b^the North Carolina 
>G^,neral Assembly. In addition to these -grants and appropriations. 



th6 North Carol ina Department of Transportation agreed to pay 53 
oer\:ent of the cost of constructing an access road tb the project 
boundary. Altogether, state planners assembled a funding package 
of f^^eraf, state, regional, and local funds totaling $7,065,387. 
As funding-' for the project^^as secured and the park was about 



to becbme a reality after nearly 30 years of planning, some Wanchese 
"residents developed concerns^ about the project's impact on their 
community and their daily lives. In June 1977, the Wanchese Harbor 
Citizens Advisbry Council was established by the North Carolina 
General Assembly to study the impact of the prcjject and report anually 
to' the CoveVnor. The reports were intended to identify concerns ^ 
' of the citizens regarding the project, to make recomrtiendat ions on 

the orderly development of Wanchese, and to comment on atiy changes \ 

in the quality and\ tranquility of life in Wanchese and the surrounding 

" ■ ■ ■ '\ ' * 

area, ^ ^ 

The Advisory Council has been a focal point of discussion and 

0 information for Wanchese citizens wishing to know more about the 

If * *_ 
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'$7|000|000 investment taking place in their community. Rumors of 
500-600 new Jobs and the entrance of large national and multinational 
firms created apprehension and 'opposit ion among some citizens* 
Today, while the project is not without some local opposition, it 
has gained wide.spread 4ocaI support and has come to be regarded 
by, many Wanchese residents as the basis for the futur^fe of the fishing 
industry and the economic vitality of bare County. 

Construction of the harbor and on-shore facilities began in 
mid-1978 and was completed in September 1981. During the construction 
phase, sev<feral activities related to the seafood park took place: 
local residents were given skill training in marinie crafts in prepara- 
tion for the new jobs which the park would create^ the ^state created 
a new seafood park authority to oversee and direct operations at 
Wanchese; and the Corps of Engineers continued its unsuccessful 
efforts to gain permission for the Oregon Inlet stabiliz^ation project. 

In 1979, the North Carol ina Department of L^bor implemented 
a skill training program designed to create a link between the Wanqhese 
project and the local. labor fbrce by providing apprenticeship training 
in the marine trades for CETA-eligible' persons. This program, supported 
by the department's CETA-funded Skill Training Improvement Program, 
was designed to provide a year-long training program followed by 
a three-year apprenticeship for local residents. Training was conducted 
by the local community college. Forty-three of the original 54 
trainees graduated from, the first-ye/rr classroom training program 
in Inarch 1980. Of those graduates, 28 were placed in apprenticeships, 
and seven were placed in nondpprcnticeship jobs with local employers. 
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■ Th'e North 'Carol ina Seifood Industrial Park Authority wa^ .breated 
by ^he General Assembly In 1-979 to develop and operate the Wanchese 
Seafood Industrial Park. . The authority has all the pbwers of a 
corporate bol^-and must approve all leases in the park. The General 
•Assembly specified that park operations would be administered by 
an executive dii^ector, who reports to the North Carolina Department 
of Commerce. Prior to the establishment of the Authority, responsi- 
bility for the harbor and park development was divided among several 
• state agencies. 

On March 23, 1981, dedication ceremonies were held at the Wanchese 
Seafood Industrial Park. Wanchese ShipUft,,the first company to 
locate at the park, announced that Its facilfty would be complete 
and fully operational by July of 1.981. 
- Although a number of firms have expressed interest in locating 

at the park, no additional leases have been negotiated since the 
first lease was drawn in November 1980. Prospective tenants are 
waiting for word that the Oregon Inlet stabilization project will' - 
be completed before they make firm commitments to enter the park 

Congress authorized funding for the Oregon Inlet stabilization 
project in 1970. Since that time the Army Corps of Engineers and 
the United States Department of the Interior have Been deadlocked 
over the project. Interior refuses ta issud the necessary construction 
and access permits to the Corps, maintaining^.haK^ it is not legally 
empowered to do so. The National P<lrk Service aiTd the United sUtes 
Fish and Wildl if e Service , " both undef the Department of th6 Interioir, 
have jurisdiction over the beaches on the north and sooth sides 
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ot the inlet. Departmenf officials have maintained that the stabiliza- 
,v tion project can be carried out "only through explicit congressional 
authorization and appropriation of lands.'* In summer £^ 1981, the 
Secretary oiE the Interior reiterated the Department's pre^^ious position 
that it had no authority, to issue permits for the project atid offered.' 
a compromise: channel dredging* The Corps has prepared vplaij^s for 
attempting to maintain an' al 1-weather channel at Oregon Inlet by 
dredging alone, but its engineers still believe that dredglng^is 
a poor substitute for the stabilization project. 

Assessment 

The Wanchesc Seafood Industrial Park will create a demand for 
both skilled and unski 1 led labor . Project planners est^imated tliat 
over 600 new Jobs will be created when the park is fully operat^^ional . 
Jobs resulting from the projpcr rnulH rpHtirp tho wH^spread nnHAremploy 
ment in the area. At the same time, the project Could attract many 
new workers to Dare County, creating a high demand for housirig in 
a .resort area with high land prices and iittle developable land 
dnd straining county and town resources through increased demand 
for public services. 

The skills-training project operated by the North Carolina 
Department of Labor was not integrated careful ly into the overal 1 
development of the project at either the state or the local level. 
Moreover, the graduates of the training program were ready for 
apprenticeship placement in March 1980, a full year before the opening 
of the park's facilities. Consequently, the training effort was 

I ^ ' '' n - 

never tied closel;;' Into the larger project to which it was targeted. 



The park is envisioned by its. planners as a spur to tHe deyeloptnent 
of the co'mraercial fishing industry' in North Carolina. Thfe development 
of Wanchese Harbor is seen as an incentive, for current and prospective 
fishermen to invest in more efficient boats and equipment for" offshore 
fishing. Processing facilities in the park will create a steady 
year-round market for fishermen. Landing of conventional food-fish 
should increase; in addition, since much of the seafood to be processed 
at the park Treated for export, landings of several currently 
underfished species may Increase. 

The controversy over the Oregon Inlet stabilization project, 
however, is still a brake on the larger Wanchese project. The park's 
marketing strategy hinges on securing tenants for the park's basic 
activity -- seafood processing — , and three prime sites have been 
reserved for that activity. But the large seafood processing firms 
are waiting for the impasse between the Army Corps of Engineers 
and the Department of the Interior to be resolved before committing 
to a large investment in the park. The Oregon Inlet stabilization 
project is important to safe navigation into^and out of Wanchese 
Harbor, and, consequently, to the successful operation of the ^food 
industrial park. The controversy between the Corps of Engineers 
and the Department of the Interior has c&used the State of North 
Carolina to lose potential revenue, slowed the implementation of 
the seafood industrial park, and diminished t^c park's attractiveness 
to large comfflercial. seafood processors. . y ' 

" Project :aevelo'pment has beeh a long and arduous i)roce8§; It 
),as "depended on strong and sustained local leadership. Intergovernmental 
cooperation, joint funding, and compatibility of goals among the 
. different levels of government. 'The project has not been without 
Its share of problems. Envlromental concerns stalled the project 

. 223 
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and continue to plague Its companion project at Oregon Inlet; ar^^^ome 
local residents objected to the project on grounds that It would create 
a boom-town effect. Political support has been crucial. Without the 
backing of the area's Congressman and that of three ^North Carolina 
Governors 9 the project would not have survived. ; 

Those closest to the Wanchese Project believe that environmental 
and financial factors would make it impossible to replicate the project 
today. Environmental regulations have become much more restrictive 

in the years since the project underwent review and a'pprova 1 and the 

ii 

present day cost of financing such a project would be. prohibitive. 
Moreover, the Coastal Plains Regiona 1 . Coinmiss ion , which promoted the 
park concept and provided seed money, has been dismantled. 



Graham County Railroad 

Summary 

The Graham County railroad project is a locally initiated effort 
to boost the sagging economy of a sparsely populated rural mountain 
county by restoring its only railway link with major freight-hauling 
rail carriers. It began in 1975, when severe flooding forced the 
closing of the dilapidated 12-mlle line and abandonment of a fledgling 
scenic railroad venture that sought to attract new tourist dollars 
to this county of 6,500 residents. Soon thereafter, the railroad's 
former owners — assisted by the economic development staff from nearby 

Western Carolina University ~ began efforts to ass,lst county business 

^/ \ > ..." ' * ■ « ,. 

smd government leaders in forming a local -development corporation to 
pursue the acquisition and restoration of the line. 
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Progress Has been sponadic over the past six years as project 
proponents have sought to attract funds from a multiplicity of federal, 
state/ and TocaT sources^ MaJ^ problems hav6 Included delays In 
obtaining the railroad' s operating charter and fixed assets (first 
attempted through direct purchase and later accomplished v<ia tax-exempt 
donation), faultjr planning at crucial stages In pr^ect development, 
escalating costs during a period of rampant Inflation, the unav,alla- ' 
blllty of developmental financing and reliable delfelopmental assistance, 
the difficulties Inherent In attempting to satisfy the diverse^ technical 
requirements and proposal deadlines of multiple funding agentfe, and 
resistance from a regional planning commission and elected officials - 
In neighboring counties who have questioned both the project's origins 
and its economic viability. 

De&plte these diff icult ies , const ruct ion began in February 1981 
and is now estimated at roughly 80 percent complete,- Barring further 
delays, all work should be finished and the line reopened by mid-January 
1982. Whether the railroad will resume operations at that time, 
however, remains to be seen. The current national economic slump ^as 
hit hard (it Graham County's only major manuf'^cftur ing plant — a longtime* 
proponent of the railroad project and, presumably, the county's major 
prospective shipper onc^^^e line is reopened. Production cutbacks 
and personnel layoffs in recent ^ont^^ creafeed a^situation in 

which this manufacturer may not be alfle t;o guarantee sufficient shipping 
* volum? to make the railroad's operation a profitable venture for the 
proposed lessee/operator — a Philadelphia-based company. And, in 
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the event that the proposed lessee/operator defaults on its agreement, 
there Is little likelihood that the currently inoperat ive scenic rail- 
road venture will be reactivated. . 

Clearly, the eventual impact of this project will remain in doubt 

' . '■ . * . 

for some time to come. ■ ^ 

9 ' 

General Description 

'4 

• The Graham County project began In the spring of 1975, when local 
business and plvic leaders became interested In reviving an antiqtiated 
short-line railroad that alrea'^dy was in acute disrepair when flooding 
washed iiway several trestles and forced the closing of a small but 
promising scenic railroad venture. 

The real impetus for what later becamd known as the Graham County 
Railroad pro ject , however , came from the heirs of the line's original 
owners. They, with the help of EDA-funded planners from Western 
Carolina University, first proposed to sell the. abandoned trackage 
and rights-of-way to the county, with the idea of forming a local 
development corporation to seek state and federal funds for reconstruc- 
tion and to oversee the 1 Ine * s restorat ion and reactivation. At the 
time, the proposed selling price was $125,000, and t^p estimated repair 
costs were approximately $400,000. 

The Graham County Development Corporation (GCDC) was formed in 
1976 as an entity for acquiring thie line, obtaining public and private 
funds to rebuild it, and (eventually) overseeing. Its operations. This 
developmental strategy changed In 1977, however , when EDA ruled that 
federal funds could not be used to pUYchasc private property. Project 



proponents subsequently adopted a new strategy 'of obtaining the line. 
through a tax-exempt donation — the Incentive to the. donors being ^ 

a potential $3*5 million tax write-off in lieu of revenue from a cash 

,'■*.«» ' 
transaction. It was later determined, however, that a private donation 

to a private development corporation would not create the necessary 

tax shelter for .the, forme i\ownejc^ This, in tui^n, le'd project backers 

to draft; twb special bills enactcq by the North Carolina State 

Legislature early in 1979 — one cFeating a new qj^asi/public Graham 

County Development Author ity (GCDa) , and the other limiting. the 

Authority's liabilities to the actual revenues it generated. 

These legislative provision's — enacted four years after the local 

railroad initiative began — solved. t)}e problem of securing a tax-exempt 

donation, but they also spawned^riew complications with respect to the 

transfer of federal grant and loan commitments from GCDC (which first 

sought them) to GCDA (which was to . have /become its successor). The 

/ 

eitsuing legal Impasse over complex issues of ownership, accountability , 

% 

and repayment in the event of default ultimately resulted In another 
18 months of "de bays. 

The project cleared its last major pre-constructlon hurdle in 
January 1961 with the closing of a $288,300 FmllA loan ~ the final 
piece ^f what has now become a $1.8 million rehabilitation package ^ 
Involving grants from EDA, two state agencies , and seve^lfT^Graham County 
bus*inesst*s« Contracts were awarded and construction commenced soon 
^lereaftcr, and the project is now scheduled for completion in early 
1982 — seven years after it ^as initiated, and at a cost of almost 
five times greater than original estimates. 



* Structure, Key, Actors, and Ifbles (4 

■ ■• ' . . ' , •■ . " ■■ . ■ ■. ' 

■• ■' ' ■ . ■ . * . ' ' " . 

. Sl*nce 1975, the Graham story has involved a muT^ actbrsi 

Koth public and private j including: ' ' 'V 

. The John Veach family,, heirs to the rail roa,d ^nd . owners' of 

the pperating\charter at the*- time the line ceased opieratlons 

■ \ : ' ■ ■■ " •■ .'^ . . .. ;■■ .. ' ' ' ' ■ 

- . . Western Carolina University's EDA-funded Economic Development 
.Center — staff helped conceptualize and have continuously ' 
" supported the project since 1975. ^ . - 

* • Tom Garde'h -—^^Robbinsville realtor and local Jaycee president^ 
-when the Vfeaches and WGU staff first approached the county • 
wxth a plan to sell and rehabilitate the railroad. For the 
past 'six- years y Garden has been a tireless volunteer feupporter 
of the project, and he has chaired both GCDC and GCDA from 
inception. * * • ^ 

/ Graham County Development Corporatioin ^-yr incorporated in 1975 
as the vehicle to acqyire the railroad^ obtain redevelopment 
, financing, and oversee its operations. 

. GraharTv County Development' Authority ~ a qudsi-publ ic develop- 
ment authority created by the;^ state legislature in ,t979 t6 
^ facilitate the tax-exempt transfer of title to the railtoad 
from its former bwnera. ^ ' \, 

" ■ ' •- • . ; ..... . . ^ ■ • 

Graiiam County gove rnment 'and local businesses — have expressed 
verbal support from the beginning and are; shown on paper as 
b e i ng <memb ers of the two jdeve 1 opme nt " e n t i t ie s named a b bve . , 
Neither government nor^ local businesses, however, played" any 
formal role Until early 1980,, when several small cash contribu- 
- tionS were provided as initial payments towards local matching 

• funds necessaxy to secure a $1.1 millipn EDA grant. 

4? * ■ o . . " ■ .A " - _ ■ 

a ' ■ . ' ^ ♦ ■ ■ *a ■ • ■ 

. The Bear Creek Scenic Railroad — >.a pre-1975 business venture 
seeking to operate a^tourist attraction along a three-mile 
Stretch of the' Grahhm County Railroad, line,' but aborted at 
the time of the 1975 "flooding. At that time, BCSR ' 
\^ investors — including an .attorney for f he Veach family — ; 
defaulted on land purchase agreements w(th the railroaders 
heirs, but they have maintained opt ions on. propert ies adjacent 
to the Graham County lind in hopes of reviving BCSR once the 
• railroad: is reopened. 

> . ' '■ , • ■ ' 

/ . The State of North'^Carolina — provided $100,000 in develop- 
mental funding through discretionac^ EDA grants and, $285,000 
from railroad rehti"bi 1 itation funds administere*d" through the 
^ State Department of Transportation. 



. us Department of Coironerce (EDA) — has worked with project 

proponents since 1975 to assist railroad redevelopment with 
, $1,107,000 in grants to GCDC, \ 

^. US Department of Agriculture (FmHA) V- has worked with project 

- proponents since 1977 to facilitate a\$288, 300 FmHA secured 
loan to GGDC. \ v 

; National Railroad Utilization Corporation (NRUC) — has signed 
a 25-year lease with multiple five-year renewal options for 
use of the rebuilt line and acquisition of the Graham County 
Railroad Company's operatifig charter. 

Project engineers, surveyors, andr^ attorneys retained by 
staff of the WCy Economic Development Center to handle pre-. 

- liminary pro ject engineer ing, site clearance, and preparation 
of construction specifications. Various attorneys employed 
by the Veach^family and^ WCU have assisted in funding negotia- 

. tions, titile^'transfer work, the preparation of special legisla- 
tion, and negotiatio^i of the lon^-term lease agreements jrith 
NfeUC,. ■■ ■ " * ■ ^; ■ ■ ' •>■, _ 



Southwestern NG Planning and Economic Development 
Commission a seven-county regional commission, SWPEDC'w^s a 
strong supporter of the project initially, but it^Anthusiasm^^^ 
waned as costs escalated and other counties in th^reia became 
increasingly critical of what some; observers perceived as an 
infeasible undertaking. Since 1979, SWPEDC has been an out- 
spoken critic b9th of the project and its principal proponents, 
the VCU' staff . ^ ' " / 



After more than six years of, developmental 'activity-, the project 

." ' » ' " '. ■ ■ ■ . ■ ■ ■ ' ■ " 

is still undergoing an organizational evolutionary process. It^is 
now clear that the absence of a stable , clear-cut organizatpnar: 
structure has, hampered project continuity and progress almost f^om 
the beginning. / 

" ■ ' * ■ . ■' * ■ ■. ' ■ .. ' ^ 

Despite the existence of two legal entities (GCDC and GCDA) formed 
. ■ ■ > ""■>,... ,^ , ' ' ■ , ' 

for essentially the ^same purpose , neither has flayed a substantive 

role in furthering the proposed project. Instead, it /has beBn ^stern 

Carolina University's Center for Improving Mountain Livit^ (CIML, which 

subsumed the former EDA-funded economic development staff) that played 
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■•' ' ■ ' ' f- ■ 

he cientral role in bringing the railroad project to fruition. In 
fatt, it is now clear that without continuous support detive^-f rorti 
CIML, the Graham initiative would have di«ed 'long ago* 

; One Graham Cbunty businessman - — ,.Tom Garden, a RobbinsviUe 
Realtor — has been instrumental, to. the project from the beginning, 
and has devoted huge amounts.ipf time since 1975 to promoting, 
negotiating, and commjunicating on behalf of the railroad. But because 
ne^lther GCDC nor GCDA had staff or administrative funds. Garden has 
had to rely heavily on CIML for administra^^ive, clerical, and technical 
support —T assistance that CIML was always willing but spmetimes, 
unequipped to provide. ^ . 

retrospect, it^'is clear that the. organizatiopal approacl},es 
and managemclht practices used for this project were not always ideal. 
In s^eral instances, the complexity and fluidity of the project's 
organizational St ru^ure were largely: responsible for lengthy and other- 
wj^*€-"?^oidable delays, and mjp^st project backers now agree that these 
arrangements were both unwieldyand generally unsuitable for replication 
elsewhere. Yet the fact remain^ that in Graham County, the appxoaches 
-taken were chosen of necessity\!because to project proponents they 

K:, < ' ' ' ' ■ ■ . . • . .' " 

represented their only viable alternatives. 

Funding Support 

In 1975, rehabilitation costs were estimated at $^^0,000 — - a ' 
figure, derived by WCU planners ^nf ami 1 iar with railroad construction 
and later discarded by EDA as being unrealistically; low. ^y 1979,' 
when "flDC ' is monitoring began, those 'estimates had increased to $1.2 
million, but the October 1980 low bid for construction came in at just 
over $1.6 million, exclusive of pre-contract engineering, planning, 
and legal costs. 
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Although project planners had received tentative prior conunitments 
totaling millioni they were faced during the final months of 1980 

with the need to find additional funds before awarding their construc- 
tion contract. After further negotiations , EDA agreed to add another 
$147,600 to its earlier $960,000 grant conunitment ; the original $240,000 
FmHA loan application was increased by $48,300, and a $250,000 Federal 
Railroad Act conunitment from the State Department o£ Transportation 
was upped by another $35,500. 

Thus total project funding from statje and local sources — 
exclusive of local cash contributions— now stands at $1,781,100, 
and includes $1,107,300 from EDA, ' $288,300 from FmHA, $285,500 from 
the State Department of Transportation, and $100,000 from the Governor's^ 

discretionary EDA funds. » 

■- . ■' 

In additioj) to these known costs, there are substantial hidden 

"' # . , - " ■ ■ 

costs associated with developing and s.upporting any pro jec't- of such 
magnitude over a six-year period. Although the combined direct and 
indirect costs of WCU staff time, WCU-f inanced legal assistance, and 
project admiajlstrative support have fltever been calculated, pro'^ject 
spokesmen say those costs could easily have approached another quarter- 
million. for the six-year effort. Yet, in all this time, no planning 
and development funds were available to Graham County other than the 
$100,000 sbtt^ grant and i $5,000 contribution from the county. 

Assessment * 
It is still too soon to predict what the eventual economic impact 

of the project may be, although it is clear that earlier claims 

t ■ , ■ / 

"conG.ernirig the employmont-geherat ing benefits of the venture were 

; .... ■ * 

ex.iggerated to satisfy EDA grant requireine^jts. 
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The National Railroad Ucillzation Corporation the proposed 

lessee/operator — was expected »to locate a boxcar-rebuilding facility 
in Graham County, for example, ^but has now dispensed with those plans 
aLtdge*ther. Another' unexpected setback' was thie clol5,ing earlier this 
year of the second shift at Burlington House Furniture — the major 
manufacturing employer in a county whose unemployment rate already 
stodd at 18 percent, and the proposed major shipper for the rebuilt 
line, if "anything, the developments at Burlington^ clearly demonstrate 
that the firmVs business fortunes are far more dependent on national r 
economic e<)nditions than the presence or abscncd of a convenient railway 
siding. 3 

Finally, plans for resurrecting the Bear Creek Scenic Rail- 
road ^- a marginally profitable tourist venture that operated briefly 
* in 1974-75 — remain unsettled. BCSR's out-of-state owners now say 
"they expect to decide shortly whether to react ivatc the business or 
.offer It for sale, and a BCSR stockholders * meeting hafe been scheduled 
to decide that issiie in November 19-81. Chances for BCSR's revival 

- " • . r-* ■ ' ' / 0 ^■ 

are ra-ted as sl'im, however, if far no-reason other than the additional 

■■.']_ i . ' ■ 

$100,000 its stockholders must now provide in order to refurbish the 

« ■ . • ' ' * ■ 

line's ro'l ling stock and tourist facilities after six years of disuse. 

pespite its past and present difficulties, the proj'ect is nearing 
its completion stages. All funding commitments are intact, and the 
effort has suffered no additional setbacks as a result of recent federal 
budgot cuts. Although there are no linka^^es With CETA or other employ- 
ment and training programs, the pr;oject has generated temporary 
construction jobs for 28 people, mast of them county residents. And, 
in the event that BCSR reopens, as many as 20 additional jobs could 
materialize* Finally, the railroad rebuilding effort has helped to 
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coalesce local business and civic Interests behind future developmental 
efforts. Planning continues for developing a county industrial site 
along the railroad right-of-way , and'GCDA membership' has recently become 
involved in seeking a North 'Carolina **Connnunity of Excellence** designa- 
tion for the Town of Robbinsville. If obtained, this designation 
should be an asset to the county*s future industrial expansion pros- 
pects . ' ' ' . ' ♦ * 

Although the Graham project is something less than a model for 
others to ,foll oWf it is nevertheless rich in lessons, for , those 
Contemplating similar rural development initiatives elsewhere. And 
it confirms the fact that small rural conimunities face monumental 
obstacle;& that tend tKT impede progress and quash enthusiasm. 

Clearly, the Graham County experience illustrates the need for 
intrensive and technically competent assistance f9r any rural leadership 
group attempting such a complex undertaking. According to Tom Garden: 
**There*s no way any working person or volunteer group could have ever 
come up with the time and knd^rledge to put this, package together on 
their own ....^and I*d hate to .know the amount of money it*s taken 
to get us where we are right now.** And Garden readily concurs with 
MDC*s conclusions that linking multiple resources in support of local 
rural initiatives is far more easily said than done; that small rural 
areas are unlikely to accomplish such efforts without considerable 
outside assistance; and that the likelihood of simil^^r* projects sprout- 
ing spontaneously in other localities is indeed remote. In fact, with 
the recent federal budget cuts, the chances of this proJect*s being 
replicated today are practically nil. 
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"We've been flying by the seat of our pants from Day, One", says 
Garden^ "and no one at any level ever seemed to have final authority 
to approve a local project like ours. There needs to be some organiza- 
tion some place to turn for help •••• before getting into something 
of this magnitude." 

In particular, Garden feels that FmHA is a master of organizational 
obfuscation, and hfe still finds it difficult to understand why a 
$288,000 secured loan ultimately required a meeting he had to arrange 
with top agency officials in Washington before tlie loan was finally 
approved. "In short, "''he concludes "neither I nor the WCU staff had 
the expertise and understanding of venture planning or capital formation 
to take on all those agencies, regulations, deadlines, and narrow 
interests simultaneously. It's really sort of amazing that we've puM 
It off at all." 

Western North Carolina Tomorrow (WNCT) 

General Description 
, Western North Carolina Tomorrow — a public and private lead- 
ership council representing the state's 17 westernmost counties — 
was organized in 1979 to heighten citizen participation in the formula- 
tion of future regional « deve lopmental policies and programs in a 
pr^edojj>inantly rural mountain area. Staff support for WNCT is provided 
through Western North Carolina University's Center for Improving 
Mountain Living (CIML), which began in the early 1970s as an EDA-fulided 
Center for Economic Development. In recent years, however, CIML's 
major funding has come from state grants and private foundations; at 
present, the center's EDA grant provides only one staff position, while 
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CIHL*ft remaining 15-18 professionals are supported from non-federal 
sources. . * 

WNCT embodies the concept of a f ederalVstateVljpcaJl^^ p 
designed to make optimal* use of existing resource^^i^vit is actively, 
exploring an array of issues pertinent to rural dev^w|p^n|: job$> . 
land use y education, and transportation. Overall, thq WNCT experiment 
constitutes a model for combining the technical resources of a regional 
university with the leadership of local elected officials and private 
cftizens to devise and implement regional growth policies. 
" History 

WNCT began in 1979 as a bold experimetit in.regional cooperation 
and unity ~ one that sought to coalesce the area's business, civic, 
governmental, and political leadership in an effort to identify and 
resolve major problems that threatened to limit and diminish future 

» • tlr 

growth and developmental potential. In launching the pew effbrt!, 
however,* university officials and other project prpponents apparently 
underestimated the extent to which their efforts were either poorly 
understood or adamantly opp'osed by several substate regional planning 
organizations and units of local government which perceived the 
university as an unwanted interloper in regional planning and decision- 
making. . » 

As early as August 1978, one such multicounty planning and economic 
development commission had adopted and circulated a policy resolution 
opposing 'the university's "attempt to achieve primary involvement in 
the community and economic development of the area through creation 
of a 'Center* for this purpose, and by employment in this center of 

■ I 
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community and economic development specialists , planners i and grantsmen 

1 

tos implement these policy decisions." In the commission's view, the 
proposed university role would be duplicative of its own statutory 
Mid policymaking responsibilities — not to mention a possible threat 
to the future of substate regional planning organi^^ations themselves. 

Tensions escalated in 1979 when CIML's former director assumed 
responsibility for introducing WNCT to area planning commissions and 
local elected officials. Those initial meetings proved counter- 
productive; they were construed by many local elected officials as 
being unduly critical of "the leadership vacuum" in the area — an 
observation which, even if correct, could hardly be expected to generate 
enthusiasm for WNCT when being presented to Incumbent local leaders 
by an indivijfjual without rdots in tl^e area. Following a storm of 
protests, CIML's former director was assigned early in 1980 to new 
duties with an international development project, ^Tnd university 
officials adopted new strategies intended to give local governments 
and substate planning organizations a more substantial role in WNCT 
decision-making./' ' 

Throughout most of 1980, a university vice-chancellor andXIML's 
new acting director — a senior CIML' staff associate with prior 
experience on the staff of a popular local Congressman — both devoted 
considerable effort to restoring WNCT's credibility throughout the 
17 counties. Their efforts have succeeded in silencing the critics 
and neutralizing the earlier opposition from the multicounty planning 



1. The "center" referred to here was CIML, which had already subsumed 
the university's former EDA-f unded^economlc development staff and 
at the time was providing useful technical «issistance services 
(business management, computolr science, environmental management, 
etc.) to numerous local governments and small businesses throughout 
the area. 
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cororoissions* Even so^ current relations between WNCT and the 
planning cotmnlsslons can only be , characterized as "polite/' although 
ambivalence on the part of the planning groups is far preferable 
to the resistance they demonstrated initially. 

While university leaders, grappled with restoring CIMU* s credi- 
bility and finding a new permanent director , CIML staff turned 
their attention, to the orientation and organization of WNCT's 55- 
member board and to the substant Ive work of the new leadership 
g^.oup. By the latter half of 1980, WNCT subcommlttel^s were formed 
and, as described below, work began in four content-areas: employ- 
ment opportunities, education, natural resource conservation, and 
regional pride. Major'issues were identified, regional conferences 
were convened, special research efforts were launched, and proposals 
ifor funding support were developed: In short, the foundations 
were laid^ for future, work designed t*o produce tangible products. 

The search for a permanent director for CIML was concluded 
in June 1981 with the appointment of the former deputy executive 
director of CARE, Inc. — an international relief and assistance 
agency. Soon thclreafter, the individual who had served as CIML's 
acting director for almost a year was named permanent director 
for WNCT. 

Staffing and Funding 

Organizationally, WNCT is attached to Western Carolina 
" t 

University's Center for Improving Mountain Living — a 
university-based research and technical assistance organization 
which evolved from'^and ultimately replaced) the school's former 
EDA-funded Center for Economic Development. CIML currcnly has 



A full-time (frof essional staff of between 15 and 20 employees » 
the actual numbers dependent on work in progress and assignments 
ainong and between otheo^ university departments* On staff » WNCT 
has the equivalent of six full-time positions. The actual (lumber 
of CIML staff working on WNCT activities is somewhat larger, .how-- ^ >^ 
ever, because several individuals are used interchangeably for"^ * 
both CIML and WNCT assignments. Thus WNCT's staff complement 
presently includes its director, an economist , four staff associates 
assigned to the four WNCT subcommittees , and three part-time 
administrative aides. 

Because of the multiplicity of funding sources and overlap 
of funding cycles for various activities, it is impossible to cite 
a precise annual funding level for WNCT. According to*^ staff esti- 
mates, however, WNCT's current resources amount to roughly $200,000, 
exclusive of the university's no-cost contributions of' office space, 
utilities, secretarial support, and administrative overhead. Non- 
university grant support is derived primarily from the Z. Smith 
Reynolds Foundation, wjth the remainder obtained from the Governor's 
Office through a special modification of the university's 
Appalachian Regional Commission grant for preliminary work on ^ 
mountain culture center in the region. 

Functionally i the WNCT staff supports the work of the 55-member 
leadership council which has the preeminent role in assessing 
regional needs and f ormulat ing future policies and program initiatives. 
And, while the V/NCT board is officially designat;ed as an advisory body 
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only. It thus far has functioned as a 9emlautonon«»\is entity whofee 
decisions are bttding upon CIML staff and the university. At present. 
WNCT's staff director has full >esponsibility for managing staff and 
board activities more or less independently of diML and its nfew 

executive director. 

\ Current Activities * 

As noted earlier, the 55-member WNCT boa/d is organized into four 
con«.ittees concentrating on employment, education, natural resources, 
.nd regional heritage. During the past year, objectives and work 
plans were developed by each\committ«e and approved by the full 

bodrd. ' ■ 

TheNatu^al Resources Committee. f6r example, has concerned itself 
with land management and developmental planning, waller supply and waste- 
wate^ispos^l. mineral resource de^fclopment . and anti-litter "bottle 
bill"^glslation. while the Regional Pridd Committee has sponsored a 
high school essay Contest with scholarships fo.winners provided through 
. scholarship pool formed by 13 area colleges and universities. In 

addition, the fatter committee held a summer retreat for the fifty . 
Rnalists in the 1981 essay contest, installed a Mountain Sftudies 

pilot program in one. area school system, and developed an inventory of 

regional agencies and organizations concerned with mountain heritage 
. and cultural preservation. 

The Education Committee has embarked on a continuVig series of 

meetings with secondary and post-secondary educators throughout the 



regioA CO determine tH'elr views and identify the most 'pressing educa-- 
tional nee'ds of the area. From this effort has come a new spin-off group 
called the Council of Presidents — a WNCTV-sponsored organization or 



university and college presidents in the 1? counties. The Council has 
held two meetings of its own to discuss hoi| post-secondary institu- 
tions and WNCT can work together to fucthe^ the educational develop- 



vme 



fit of the region, and it has fornje.d a research subcommittee to study 



in depth the pervasive and persistent dropout problem in western 

. : . . / , 

North Carolina's public schools. Finally, the WNCT Education Committee 

has initiated a series of meetings with/publit school superintendents^ 

. ■ 

»' - ' ' J 

n the' 17 'counties to discuss the needs of exceptional children; relations 

between the schools and the courts^' educational funding, and cooperative 

programs between secondary schools^ and. post-secondary institutions. 

The performance of WNCT's. Et^ployment Opportunities Committed has 

atso been impres&ive. CopccrneiO that western North Carolina still 

lags behind the rest of the state in the rtumber and quality of Jobs, 

available and in average wages, the committee compiled regional . ' 

economic data and conducted a l7-county survey on perceived obstacles 

to expanding job opportunities. A major committee concern has been 

the region's paucity of economic development expertise.. And, through 

committee action, funds to hire a regional economist were sought- and 

obtained from the §f flee of the Governor. 

The new economist assumed his duties in July and is currently 
* 

working on five developmental projects, including a prototype TVA? 
assisted economic development plan In one . underdeveloped western county, 
a dirlectory of regional economic development organizatons and activities. 
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an analysis of the. decislon-roaking process used by private firms In 
detennlning where to locate* an analysis of the components of employment 
change in the region* and^'a technical guide to assist local governments * 
and community leaders in formulating their own Industrial recruitment anc) 
economic development strategies. / 

Assessment 

While the tangible results and products of th^ WNCT initiative 
are relatively few in number, the accomplishments to date are by no 
means insignificant. Considerable progress has occurred, and the stage 
is set for substantial achievement in the future. 

Clearly, the past two years were devoted largely to establishing an 
autonomous board of regional headers, cultivating consensus on issues and 
the belief that WNCT's efforts were worthwhile, and creating a vehicle 
to serve as advocatV and catalyst for healthy regional development. In 
pursuing those broad goals, university staff and WNCT members have 
discovered the inherent dangers in attempting to build such an' organiza- 
tion and gain widespread acceptance for it ~ particularly when the 

new effort is perceived 63 a threat td older, more established entities 

' J' 

whose goals and responsibilities are undeniably. similar, but whose scope 
may be considerably more restricted. ' ^ 

. Undoubtedly, WNCT's patcntial impact was diminllhed — if only 
temporarily — by the manner in which it was first introduced to many « 
of thfe individuals and organizations whose support was, crucial to the 
eventual success of the overall effort. University officials have made 
sincere efforts, however, to allay the concerns of VNCT's former 



detractors,* and they hai^e /succeeded ii^ gaining^ at least acceptance, if 



^iic|t.ri|plTit€^'d 'cooRtfration. ■ ■ ' ' ^ ■ ' 

issues largely resolvedi a new director on board, and a 
cieax-cut agenida before it, WNCT how seems readyio fulfill the expecta- 
tions. of thos^e who f irst conceived it. As a re^sult of recent federal 
budget cuts, the continued,exi$tence of North Carolina ' s ni^twork of 18 
substate regional planning and development organizations is now jLn doubt. 
Federa*l funds f0r programs currently planrfed or administered by t*'hes6 ' 

r . ■ . . ■ ^ ■ • ■ 

miilticounty regional groups (CETA, EDA, and Appalachian Regional . 
Commission, for instance) are being cut substant ially or eliminated ^ 
altogether, and there is* little to suggest that funds to replace^ these / 
federal losses can be/obtained from state and local , sources / 

At the same time' the irrif luence of these Lead Regional Organizations 
is diminishing. Governor Jim Hunt has announced the creat ion of a ' . 
blue-ribbbh state commission charged with preparing /for the state's 
futui^e gjrowth and development. This commission ~ North Carolina . 
200Q — is chairged with assessing current needs and recQmriiendiing yiew 
policies and-strategies to enable the state to prepare now for the. 
demands of the 21st<^ntury. WNCT was represented at the spate's 
first meetitigs to discuss North Carolina 2000^ and its staff and board ' . 
have been Jnvited to comment on the work of this^^new commission a3 it 
pertains to the 17 westernmost counties. 

Given the Jikelihood that a relatively inexp<*nsive university- 
isupported organization suph as WNCT might indeed survive and prosper 
despite the withering effects of federal cutbacks on other existing grass 
roots ^planning organizations (there are presently four LRQs iserving the 

• •■ . . ' • .-.'jO 

s^mi'll counties as\WNCT)—- and the clear indication, a^ least in 
North Carolina, that orgapi^Qtion.s such as WNCT will ^be called upon, .to 
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'help $hape ai}4 articulate new:^^tate^^ and development policies — 

the future of Western North Carolina Tomorrow continues to be promis^g* 
The organization has established the leaderships base essential to its 

suitess and hj^s already embraced the' concept of pVanningNifbr^ the year 

\. '\ ■ . : ■ • \, ■ ■ ■ ' ■ ' ■ ■: ' 

200^ a s^^^^^^^ opportunity to undergird and rei^iforce the work of 

its foiir exi^^^ing coihmltlies. : ^ ' ^• 

^ The WNCT experience.: for* others 

cc^ncerned with rural develi)pment W an n^^S^ays to 

tackle old problems^ First have seeinf-^liat ,4i4£h .efforts c^^^; indeed 

materialize without ^nofmoiis investments of fe'deral dblla^rs. lifif- this - 
instance, foundation grants and> uni^ive'r^ity contribution^ of spac^e and 
administrative support haye largely sustained WNCT -firom it £^il\icep,^^^^ 
State and federal funding have been minimal^ and much of CIML's < 
administrative overheard h^ been offset by revenues* generated; from the 

.V.;' ; ■ ' 'v,; / ' '\y :--:y -y----^ y\. 

organization's business and local government technical assistance 



activities, ; ' • 

■ ' . ■ . • ' "" ■ ' . ■ ■ ^' y ■ 

VWCT* s experience suggests- that in sparsely develo rural aj^eas, 

itv does make ^,ense to create regional developmerit ^'organizations by 

pooling resources and coalesci*hg bipartisan political and busine^ss 



leadership support behind efforts designed to serve the greater public 
good. But It also underscores the importance of hahdling the creatioi^ 
of any such entity With considerable care and forethought ^concerning * 
the implications for agencies and organizations already responsible 
for local planning and developmej>taT^a7^^^^s. ^ ^ 

In rural areas, in part icular\^ it seems almost imperaftiVe that those 
;.responsibfe for securing the acceptance of local government' and business ^ 
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leaders possess npl^ only the techn skills bu^^Iso the social and 
communloatlve skills to^lrenerate support rither than suspicions* ' 
Faulty haii,411ng at crucial early ^jstages can lead to needless compllca- 
;tipns and maty do Irreparable harm to the jeventual success of the effort, 
K Finally, we can conclude^ that an effor%such as WNCT' s requires 
both the niyrtlirihg of an established^ arid respected organJLzat ion — In 
this casey a regiortal university -r- and sufficient lead time for ideas 
to jell and new/concepts to take hold before major ^action-oriented 
projects ai^ fattempted or tangible results expected* . BUilding credi- 
bility , trust .,>and support is a 4>rocesf which requires both time and 
patience, and one in which there appear to be few, if any, shortcuts. 
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I. INTRODUCTION 

Overview ' T • * ^ 

Maine's 1979 per capita personal income, of $7,057 ranked it 
46th among the states. Its 1.1 mtllion people are relatively dispersed: 
th,ere are only two SMSAs, and only 507. of the population Uve in 
cities or towns of^ 2,500 or more. 

Maine's economy has historically been based on six industries: 
textiles^, lumber and wooc}, paper, leather and shoes, agriculture 
and food processing, and shipbuilding and transportation equipment. 
These industries have been in-somewhat of a decline in recent years, 
' but they continue to dominate the state's economy. Manufacturing 
employs a high percentage of the population , and the top six industries 
continue to account for 777. of the state's manufacturing employment. 
. Nonmanufacturing employment sectors (trade, services, medicine, 
government) have l^een expanding, over the past 20 years, and new 
manufacturing categories, such as eleptronics, have begun to be 
felt. 

There is a wide disparity between the economic well-being 
of urban Maine and tural Maine. The state divides itself geographically 
into four regions, of which three are extremely rural and one is 
more urbanized. The highest income area is the urban "corridor," 
so named because it is bisected by the state's only in^terstate 
highway; it is in this region that nnost of the recent economic 
growth has occurred. Maine's western, eastern, and northern regions 
ara characterized by dispersed population, low income, and high 
. uneJployment. In 1980, for example, when th§ statewide unemployment^ 
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rate Was 7.87., the rate in the corridor area ranged between 47.. 

^ ■ t- 

and 77.; in the roore rural areas of the state, it was^ 107«, 11% and 147.. 

Each of Maine's rural regions has its distinctive characteristics. 

/' ■ • - 

The western part of the state is sparsely p^ulated but has a relatively 
high proportion of employment in manufacturing. The dominant industries 
are natural resource-based — wood, paper, lumber, leather. Eastern 
Maine is poorer and even more rural, despite the growth of second-home 
communities along the coast over the past ten years. The area's 
dominant industries — all struggling — are fishing, poultry, 
and food processing. Northern Maine is the poorest and most sparsely 
populated part of ^the state. The only industries of note are wood 
products and potato farming. 

Maine realizes it has severa I disadvantages iji competing for 

f 

industry. It is far from markets, energy is expensive, and the 
♦cost of living is high. Moreover, low personal income levels produce 
a relatively low level of savings in the state, which equates*. to 
a small amount of local capital available for investment. The 
state does have several characteristics which it uses to court 
industry: a strong work ethic (combined with low wages and a low 
rate of unionization); abundant natural resources; a beautiful, 
unspoiled environment; state-sponsored financial incentives; and^ 
A3 industrial parks looking for tenants. ' 

Maine has a small (seven employees) State Development Office 
which is part of the Governor's staff. The office recruits new 
industries by publishing information on Maine, advertising the 
state in national magazines, and taking industrial prospects on 
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site tours. It also offers grants to communities to help them 
market Industrial parks and operates a small business assistance 
hotline. 

The state also has a , Planning, Of f ice which prepares reports 
and policy documents on a wide range of topics, including economic 
development. ^Additional economic development planning has been 
carried out by the Qovernor's CommlLlee on Rural Development, an 
Interagency committee including represetTtatives of FmHA, state 
and local agencies, and the state legislature. 

State Rural Policy * . - 

Both th^ State Planning Office and the Committee on Rural 
Development have published documents identifying key economic develop- 
ment issues and strategies for the state. Although the two bodies 
started with different perspectives (one focusing on economic develop- 
mentj the other on rural development), their conclusions were similar:' 
Maine's problems with economic development are tied closely to 
the rural character of the state, and its development opportunities 
will be, in large part, based on its natural resources. 

The Planning Office has highlighted five economic development 
issues, most of which bear on the rural portions of Maine: development 
of natural resource-based industry (including wood, paper, agriculture, 
fishing, wood energy, aquaculture, and deepwater ports); more equitable 
distribution of jobs throughout the state; development of new, 
high-growth, high^skill industries; environmental preservation; 
and mainteriance of public services without raising taxes. The 
Rural Development Committee has identified a number of development 
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Strategies for rura^l Malnci emphasizing small-scale, natural resource- 
based activities such as farmland preservation i cooperative marketing 
to increase the profitability of family farms, developme|i,t of facilitle 
to generate ethanol and methanol, and state aid for exp^^ion of 
the secondary wood products industry • . ' 

To' some extent, then, rural policy and economic development 
policy converge in Maine. This is partly because of the state's 
wealth of natural resources, which have not been utilized to their 
full potential (or to thc^full benefit of the state); and partly 
because of the state's competitive disadvantage In developing 
other types of industries. 

Programs Studied 

This case study focuses on the Maine Development Foundation 
(MDF) and Its sister organisation, the Maine Capital Corporation 
(MCC). The Maine Development Foundcition was selected' for examination 
because of the unique public-private partnership it represents; 
it was created by the legislature, it Is guided by a board of public 
and private members, and* it is supported by both state approprlat Ions 
and private funds. MDF Is also unusual In its 'sectoral approach 
to economic development, which focuf;es on a small number of industries 
with growth potential. While MDF does not specifically target 
rural areas, its work has had an impact on rural Maine — three 
of itff fbur major projects to , date have involved natural resource 
development or agriculture. ^ , 

r 

The Maine Capital Corporation, a' for-profit Investment agency, 
was established to provide capital for ventures developed by MDF. 



HCC Is only a year old, but It is discussed briefly in this case 
study. 

11. C rural, DEVELOPMENT programs 

Maine Development Foundation 

General Description, ^ 

The Maine Development' FoOnd^t Ion Is a private nonprofit corporation 
established by the legislature to generate economic development 
activity In Maine. . It performs some functions that are normally 
handled by state agencies In states that have fully staffed development 
department s , such as helping communities develop and market Industrial 
parks, packaging capital for expanding businesses, and administering 
the Trade Adjustment Assistance Program. MDF also ^ocs bgyond 
these functions to act as Instigator and catalyst for major development 
projects in Maine, and It provides deal packaging and Investment ^ » 

management for the Maine Capital Corporation. HDF sees Itself 
as a public entrepreneur which explores opportunities for economic 
development and makes them Intp realities. ^ 

MDF was created In 1978 on the recommendation of a task force on 
economic development appointed by the Governor. The Governor at thnt 
time was a political Independent whose background was in business; he 
had abolished the state's economic development .agency, believing 
that development promotion should be directed by business leaders 
rather than bureaucrats or politicians. He appointed a task force 
of prominent buslnesspepple and bankers who conceived MDF and MCC, 
and their recommendations for the creation of the two Institutions 
were, readily accepted by the legislature. Under the Governor's 
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pLan, the public-private MDF was to hav^ a decided en^phasis on 
^he private side; a prominent corporate executive was hired as 
Its f.lrst director. ' 

Shortly af ter« MDF became operational, a new Governor waB 

\ 
\ 

elected. He reinstated the Sc;ate Development Off i\ce (though he. 
kept it small)., and he gave MDF a slightly less private sector 
image by appointing a former Peace Corps volunteer arid city planning 
ofilclal as director. Still, MDF^has retained much of its private 
sector flavoring and orientation. " ' 

MDF is controlled by its 230 .members, or corporators. Approxl- 
mately two-thirds of the corporators are representatives of private 
business; the remaining one-third represent local government, 
universities, and other public organizations. Ther corporators 
elect 12 members to MDF's board of directors — seven private sector 
representatives and 5 public §«ctor representatives — and the 
Governor appoints two additional members. While the board sets 
policy and direction for the MDF, staff takes the initiative in 
selecting specific economic development projects to work on. There 
are five core stdff members: ope, i^uns the Trade' Adjustment Assistance 
Program; one serves as staff to the Mainq Capital Corporation; 
one serves as liaison with corporatsbr s and is responsible for fund" 
raising; another works with local development corporations to market 
Industrial parks and help them package financial deals; the fifth is 
MDF's president. Consultants* are hired to work on many of MDF's prbjects. 

MDF has three sources of administrative funding: contributions 
from corporators, matching funds (equal to the first amount) 
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appropridted^by the state; and contracts fcrr services. This year, 
the total budget was $430,000. Approximately $120,000 came from 
corporators, $120,000 from State matchijig funds, and $190,000 from 

contracts. Private sector corporators must contribute at least 

•* « ■ ■ 

$250 per year, and public corporators , $50 per year. Many private 
corporators In fact give more — 24 contributed over $1,000 this 
year, and* another 25 gave betv>eea $500 and $1,000. .MDF's contracts 
come basically f roj^wo sources: the Maine Capital Corporation 

*has contracted with MDF to package deals and manage investments, 
and state agencies have hired MDF to perform research and planning 
for economic development projects. 

The president of MDF believes that this tripartite funding 
arrangement has much to recommend It. State funding depends on 
corporator contributions , and corporator contributions are a measure 

.of how effective the corporators believe the organization to be. 
The funding system also enables MDF to leverage state funds for 
projects requested by particular Industries. One of MDF's projects 
this year, for example, involved research and advocacy aimed 4ff 
a revitalizatlon of Maine's poultry industry. The project was 
initiated by several corporators from poultry-related businesses 
who made extra contributions to MDF specifically for this project. 

In 1980, Its first full year of operation, MDF concentrated 
on three objectives: working to develop key industries with high' 
value-added production processes^ (secondary wood products, fishing, 
poultry); providing leadership to put MCC In place; and helping . 

* individual companies and communities with planning f or indust rl^l 
expansion, business assistance, and community development. 
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In 1981 t MDF has revised its priorities. It has placed less 
emphasis on assisting individual businesses and communities , concen* 
tratlng Instead on four major development projects — coiltinuation 
of Its work with the wood productSt fishing, and poultry industrieSi 
and development of a deepwater port on the Maine coast. The 

\ 

corporation is also continuing to administer the Trad\ Ad Justment 
Assistance program and to provide staff services for MCC. The 
four major projects are described below. 

Project Descriptions 

« 

Fisheries Project — This pfojcct was undertaken in conjunction 
with the State^ Department of Marine Resources, the State Development 
Office, and the" groundfish industry in Maine. The objectives were 
to increase sales of fresh groundfish and to increase the in-state 
processing of fish. In 1980, MDF established a Groundfish Industry 
Developipent T6am composed of bus Iness execut Ives from Maine^s fishing 
induBt;ry , bankers , food processor^ and marketers, and state officials 
The team determined that the industry * s growth was being limited 
by % lack of quality control and inadequate marketing. The team 
asked ^MDF to he'^lp the fishing industry with new marketing initiatives 
and it asked ^t he State Department of Marine Resources to deve lop 
a qii/ility control program. MDF hired a consultant -to oirgaftize 
a marketing experiment in Maine, during the, summer of 1981 and plans 
to expand the marketing system to other states in t^e future. ^. 
MDF i9 also planning to assist thrq^ f ish\)rocessing ventures start 
up or expand this year. « ' 
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Wood Products Project — This project was undertaken through 
a contract with the State Development Office, Which had long been 
interested In diversifying Maine ' 5 wood products Industry. The 
motivation behind the project was similar to^ that of the fisheries 
project: Maine exports a tremendous amount of wood products without 
reaping the value that could be added by In-state processing of 
those products. During 1980, MDF surveyed the state's wood products 
Industry with the goal of pinpointing 10 specific and feasible 
•'opportunities'* — firms Interested in locating in Maine, Maine 
companies Interested In diversifying, or viable Ideas for new wood 
products ventures. 

Initially, MDF held discussions with forest products companies 
within and outside Maine to discuss the potential for manufacturing 
a varlcjty of products ranging from business forms, envelopes, and 
greeting cards to furniture , cabinets , and specialized wood products. 
After identifying potential business opportunities, MDF presented 
its Ideas to specific manufacturers and convinced key paper company 
officials In the state to help mount an aggressive campaign to 
approach manufacturers elsewhere in the country. So far, one printing 
compf^^ has agreed to build a plant in Maine as a result of MDF's 
work, ^d bthcfr deals are being negotiated. 

Poultry Projoct — *This project was reqticsted by the state's 
poultry industry, which was faltering partly because of the high 
•cost of feed. In 1980, industry leaders asked MDF to study the 

r 

feasibility of const ruct ing a centralized storage facility in an 
attempt to bring down grain costs. If the results o( the study 
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were positive, MDF was to attempt to' secure financing to carry . ^ 

out construction of the facility. • 

During the course of the feasibility study, however , three ^ 

of Maine' s four principal poultry processors went bankrupt, and 

th^ industry was thrown into turmoil . Consequently, MDF conducted 

a broader-based Study • of the ^ poultry industry than' it had originally 

planned, and it devised^ an overall strategy for helping the industry 

become operational and competitive again. It found that the industry ' s 

most pressing problems were poor management and the lack of equity, ' 

and it determined that these problems could, be solved only by attracting 

new investment or new ownership for the ailing poultry plants. 

This summer, with, the support of the 'State Development Of-fice and 

. • / * • 

J. • ■ ■ • ^ < . , 

the Governor, MDF sent a promotional package to 300 potential ir>vestors 

all over the country. The State Development Office will assume 

the effort from now on, following up leads generated through the 

promotional mailing. 

Sears,port — MDF's fourth major project in 1980-81 has b^en 

the development of a cargo port and industrial park on an island 

off the central Maine coast. In this effort, MDF has acted as 

the catalyst and coordina^ting force to bring, together private developers 

and state agencicsr, to secure financing for the project, and to 

repruit industry for the park. ' 

Relationship with the State 
MDF* has an excellent workirtg relationship with state a^enci^es 
and enjoys fhe strong support of the Governor. The State Deve lopment 
Office uses MDF as a, resource^ for performing studies, developing 
projects, organizing industrial task, forces, and industrial recruiting. 
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One redson for the close and noncompetitive relationship' between 
MDF and the state agency is that the State Development Office is ^ 
liiftitied in function and has only a small ^ftaff. Staff at both? 
MDF and the State Development Office agreed that in other states, - 
where a state deveTopment agency responsible for majy of the^ - 

.functions carried out by MDF, an organization like MDF might find 

■ •, ■ . ■ " \. ' '■■ ■ ... ■ V ... - 

^it harder tb stdke out a turf for itself. ^ --'^h, , 

MDF has nurtured a strong relat ionship with the state ajj^nin- 

istration by choosing projects that the Governor and the state 

agencies support, bevelbpmenc of the state's fishing industry; 

for example, was a high priority of the. Governor ' s , and the wood h * 

products project was Requested by the'^director of t8^ State Developmen 

Office/. Additionally, MDF has been careful to select its projects 

for geographic balance; it has worked with industries that affect 

^ - -■ ■ •■ • • ■ ■ • ■ " ■. 

the economy of nearly every part of the st^te. , 

Assessment 

Although MDF is Relatively new and can claim only a limited 
actual impact to date, it is already looked to for leadership in 
state economic development efforts. This status is a result of 
three MDF attributes.: the ability and political acumen of its 

staff its close tics to centers of ppwer^ in , Maine ' s business ' 

\ [ • . ' ■. ' • 

community and state government; and its clearly conceived^ focused 

approach to economic development. 

MDF's staff members have solid backgrounds in both tfie public * 

and private sectors. Staff includes a former advertising executive, 

a Dean of the American Economic Development Counci 1 ' s summer Economic 

2G2 
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Development Inst itute (the basic training ground for developers 
froin^*all over the country), and a former planning director for 

' ■ " ■ ■ ', 4.. • ' . 'f; ' ' ' 

one of Maine's larger cities. One reason for establishing MDF 

a,s a private nonprofit agency rather than as an arm of state*^ government 

^ ' '" ■ ■ ■ . 

was ^o enable^ the organization to pay salaries competitive with ^ 

the private sector; and this is undoubtedly one rdason^MDF has* 

been able^to attract- and keep* bigfil!y competent staff. % V 

MDF* s structure and history are responsible for its influence 

■ ' ■ ■ ■ ^ <C 0 • ' 

with Icc'idersbip of both the private and public sectors. From tHe 

start, MDF was 'sjjpported by the state's industrial and banking /-^ ' 

leade'r$; in fact, they dominated t^e task force tha^t conceived j. 

the organization. The corporator structure^insufes that private 

contributqrs will have a continuing ^influence on MD^, and some 

of the state's largest firms h^Ve become corporators . There is 

.a real potential, in fact, for MDF to become simply a creature^ 

of private industry interests; several poultry ^irms became corporators 

for example, expressly to Leverage state'' money for the MDF poultr'y 

project. This potential for private sector domination, however. 

Is balanced by the public representative^ on the board , ^including « 

two gubernatorial appointees. From the start., MDF has maintained 

the strong support* of the Governor and the State Development Of f ice 
as well as the private sector. ^ .. ' 

MDF's approach to economic development so fai^ has been sectoral, 
centering on identification of industries whose potenti>Hl is unrealized 
in Maine. In two cases, MDF Ijas focused on gaps, in the utill'zation 
of natural resources (f orcsts sjnd f ish) and sought to stimulate 
enterprises that could increase the value of these resources before 
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they leave the stat6* In another case., MDF seti out to revitalize 
a faltering inldust'ry; ar|id In a fourth case, to develop a major 

port facility which could have far-reachii^ impact on the state's 

' ' ' ■■ . ■ \ .^.,r ■ ■■ * . ■ ■ 

economy. In general, MDF has fried to maximize its impact on the 
state by concentrating its efforts on a small number of projects 
that could affect entire industries. ' , 

•*. , ' '■ ^ • ■ 

Since MDF's funding comes from a large number 6f small contributions 
(matched by state appropriations), the agency is' in a good position 
to weather a period of federal bydget cuts. Fund>^ising, however, 
is Sk constant activity, with one staff member spending most of 
his time meeting with corporators and seeking new contributors. 
Moreover, MD^F currently finds itself in a somewhat uncertain position 
with respect to funding. After contributing for two years, some 
corporators feel that they have done their share, and MDF will 
have to convince them that its activities merit their ongoing support. 
Due to federal cutbacks, contracts with state agencies .(which accounted 
for nearly half of MDF's funding this year) will be harder to come 
by, as will funding for the i^nplementaTion of capital outlay projects 
MDF recommends. St|ll, when compared to organi zat ions that are 
supported solely by public monies, MDF's future looks promising. 

As discussed, it might be hard to replicate MDF in ^jtiates 
that have complete economic development departments, si»ee some 
of MDF's functions would overlap with those of the state agency. 
It seems, however, that MDF's approach to development is one that 
many states could use, and one that most state departments do not 
offer. MDF acts as a project initiator, catalyst, and link between 
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the 'public and private sectors', and its independence allows it 
to be creative. Its innovative funding mechanism forces it to 
be responsive to both private corporators and state government 
and to show results* , 

Maine CaRttal Corporation ' 

■ ■'■ . ■ ■ " ' ■ 

General Descri pt ion 
The legislature created MCC to provide a source of financing 
for projects initiated by MDF. The legislature authorized MCC - 
to issue $1 million in stock as a for-profit corporation and offered 
a 507. 'state income tax credit for investments in the corporati^on . 
MCC is licensed by the SBA as a Small ousipe^s Investment Corporation 
(SBIC), which gives it access to an additional $3 million in SBA 

fun.d^ for equity investments and l,ong-term lo^ns. The legislature 

■ ■ - '"J . 

placed only two restrictions on MC.G*s activities: It must invest 

only in in-state business ventures^ and two of it's board members 

must.be appointed by the Governor. (The other seven arc elected 

by the stockholders . ) 

MCC becanie operational in September of 1980 when it had sold 
$1 million in stock to 32 investors and obtained its license as 
a federally chartered SBIC. Many of the stockholders are savings 
banks and other financial institutions, joined by some^ companies 
and individuals. In its first year of operation, MCC has had no 
staff of its^fpwn. Since its main purpose was to finance deals 
generated by MDF, it .has contracted staff functions to'MDF. 

A number of observers maintain that MCC has not proved to 
be an appropriate finance institution for most' of the ventures 
assisted* by MDF. Since MCC*s board is dominated by representatives 
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of savings institutions — cohservat ive investors by nature — the 
board has favored -relatively large-scale, low~risk investment s ' that 
promise a fast return. Many of the investment opportunities identified 
by MDF ~ those in the poultry and wood products industries/ for 
example — have not met those criteria. 

MCC made its first investment this summer. The target was 
a company that assembles computer components which is moving from 
Boston to rural Maine, the company is expected /to hire 23 workers 
initially and 100 eventually. The deal was pp/posed to MQC by 
the SBA, which was guaranteeing a loan md^e to the company by a 
local bank. MCC completed the financing package by taking an equity 
position in the company and providing subordinated debt. 

During ^'ICC ' s first year of operation, it has become clear 
that MCC and MDF have essentia^ differences in structure and outlook 
that make it difficult for the two bodies to work together. MCC 
is a for-profit' corporation, responsive to the financial c6ncerfis 
of it^ investors, while MDF has a broader public mandate. Because 
of the minimal relationship between MDF and MCC activities, MDF 
is now urging MCC to, hire its own staff. The staff persdh could 
be housed in MDF's office .but would have separate responsibilities 
and would report directly to the MCC board. ^ 

• Assessment 

In its first year of operation, MCC^'s impact has been limited. 
Its conservatism is characteristic of the behavior; of SBICs, particularly 
in their first few years when they have to prove their financial 
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vfability to investors* In this case, though,, one would have hoped 
that the state's promise of a 50% tax credit to MCC stockholders 
would have helped the corporation overcome the tendency to be 
conservative. • • . • . 

In the ^ort run, MCC's future is secure — it still has most 
of its initidl funding for investment , and it is not dependent * *^ 
on outside^ funds for administration/ After it has invested its 
initial assets, MCC will have two options: It will have to issue i 
additional stock (presumably without the bonus of^the 50% tax credit),* 
or wait until Its first group of investments re turns enough money 
to fund new ventures. Either way, MCC might experience a slow 
period, with little activity. , ^ i 

It is too soon to assess MCC s usefulness as a partner to MDF. r- 
Like many new f inane ing ins 1 1 tut ions , MCC has experienced a slow 
first year, making 6*nly pn^- investment . It* is cle^r, h*owevar, tK.it if 
MCC Is to provide slgnif leant support to MDF, it will'havc to overcome 
some of Its initial icharincss and conserva'tism. 
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. 1.- INTRODUCTION 

Overview ' 

The State of Massachusetts is unique in its support for community- 
based economic development and its widespread network of local community 
development corporations (CDCs). Although the state is predominantly 
urban, it is included in this study for two reasons: fo present , 
a community-based approach to economic development and document 
a state's support for that approach; and to allow consideration 
of how institutions in an urban state can serve rural areas. , 

The case study begins by describing the character . of rural 
Massachusetts, the CDC approach to economic development, and the 
evolution of a rural CDC. It then -discusses two of the state's ^ 
institutions that were created SfSecifically to support community-based 
economic development. . ' , 

One-half of, Massachusetts' population lives in the Boston SMSA, 
and fully 857. reside in metropolitan areas. 'Oiitslde the Boston 
SMSA, there are five cities with populations of 100,000 or more 
and numerous smaller cities. The state's economy is characterized 
at once by growth in some geographical areas and industrial sectors 
(the microelectronics industry, for instance, is booming in the 
outskirts of the Boston SMSA) and by distress in others (primarily 
inner cities, rural areas, and small cities). The western one-third 
of the state is the most rural region and includes some of the state's 
lowest-income communities; it is on that area that this report focuses. 

While parts of western Massachusetts once had a strong industrial 
or agricultural base, much of the lan<^ is now forested, and many 
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of the mills have been abandoned for years. Population dropped 
steadily .from the mid--nlneteeilth century until the 1950s, but has 
been growing since then* Many Bostonians and New Yorkers have built 

- second homes in the area, and there has been a steady in-migration 
of year-round residents as well; Many of the latter were drawn 
to the area by its numerous colleges and universities, and they 
tend to be well-cduc«^ted • This pattern of in-migration has been 
particularly notable over the past 15' years. 

Although the state is compact and most of western Massachusetts 
is withir^ a: two- to three-hour drive of Boston, many residents of 

.western Massachusetts tend to' resent and mistrust ^state, government . 
Most state programs are designed with yrban areas in mind, and western 
residents'believe that bureaucrats, urban creatures themselves, 

, have little understanding of the special problems of rural /V ^ 
Massachusetts. 

CDCs in Massachusetts ... ' 

ft {" 

. The community development corporations discussed in this report 
are private nonprofit organizations created by resi^dents^nd businesses 
ot low-Income areas^ for the purpose of upgrading their communities. 
.Some CDCs have been formed in response , to a specific crisis affecting 
the community — e.g., the threat of mass demolition from urban 
renewal or highway construction; others have evolved from more general 
needs to create local jobs,' imprpyc housing, 'or expand local commercial 
' activity or social services. The rationale behind most CDC activity 
is that areas shunned by the private sl^ctor (inner-city neighborhoods 
that, have lost their retail facilities, or rural areas that have - • 
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Ij^st manufacturing Jobs) require a Joint public-private effort to 
^revive the economy* 

Massachusetts HSfe some 40 CDCs. Perhaps half of them have 
been In existence sirtCe the 1960s or grew out of well-established 
community organizations, while the others came into being recently 
in response to investment capital furnished by state government. 
To qualify for a share of this capital,^ a CDC must be located in 
a low-income area, have membership open to all community residents,' 
and have' a board elected by its membership. And Un a.ddition to 
these formally constituted CDCs, there are many otl^er community- 
based organizations in Massachusetts — community action a^encTes, 

neighborhood associations, cooperatives; — that are involved in 

• >- ' 

community, economic development projects. Taken together, these 

- • ^s* 
organizat iorfs constitute a wealth of potential for community-based 

econolbic development. 

CDCs and other comhiunity-based organizations are much more 
prevalent in Massachusetts* cities than in its rural areas. There 
is a^tradition of comrhunity organizat ion in the cities, st rengthenec) 
in some cases by the existence of close-knit ethnic neighborhoods 
and in other cases by a politicaUy sophristicated, well-educated 
population. A variety of neighborhood struggles against *ci,ty hal 1 
in the 1960s and early. 'TOs also fostered the formation of community- 
based organizations in urban areas. ' 

In the^past few years, though,- a number of CDCs have sprung 
up in rural Massachusetts,, assisted by the availability of state 
funding^ One^^xample is the Hilltown CDC, created in^l981 as An 
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' outgrowth of a planning project initiated by the Center, for ^ural ^ 
Communities at the University of Massachusetts. A discussion of 
the rCvolution^of the Hilltown CDC should serve to give a feel for 
economic development issues in rural Massachusetts and for the kind 
of organization that -the state support network assists. 
Hilltown CDC 

The Hilltown CDC* s target area consists of 9 Hampshire County 

towns (cal led "the Hi 1 Itowns") • V The towns; have a t^dtal population , 

^ ' ' ' -• 

of 9|047;and a median family income which is well b'cjflow the stcite 

' ' ^- . 

median* Unemployment is high (97. in January 1979), and most pyople 

who work commute 13 ta 25 miles to Jc^bs in> larger towns putside ^ 

the Hilltown area. 

The Hilltown planning project was originally funded by a FmHA 
Section 111 grant in 1980. Staff of the project conducted interviews 
and held meetings yfith over 300 area residents to identify local 
concerns and" formulate recommendations on "meeting Hilltown needs 
on Hillt6wn terms." The project compiled information on the Ibcal 
populat ion I natural resource base, and business community, and published 
a business directory to encourage residents to patronize local merchants 
and service providers. 

During the planning process, Hilltown residents identified' 
Job crecftion as a high priority, but they placed an equal emphasis 
on preservation of the area's rural character. These concerns led 
to the recommendat ion-of several economic development strategics 
appropriate to the area: forest management, expansion of local agricul- 
ture, promotion^of small-scale tourist and recreational activities, 
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development of mox;e economical means of transportation, and expansion 
of the small business base which currently provides about 1»600 
Jobs in the area. A further reconmendation vms for reducing "leakage" 
In the local economy through energy conservation and local production, 
and purchase of goods and services. At the close of the Hilltown 
planning project, a group of residents formed a CDC, * bel ieving it 
could be a vehicle for implementing many of Che recommendations 
that had emerged' from the'planning phase. 

-The Htlltown CDC obtained funds from the state, in the spring 
of 1981 to hire a staff person, for , one year, and it set. out to define 
goalp and priorities. The CDC is currently interestexl in pursuing 
three 'approaches to Job creation. First, it wants to help. small 
local businesses through workshops, busi'ness counseling, and perha^is 
a revolvi-ng loan fund. (The CDC has already held one small business 
workshop on proxluct marketing and mail or^er techniques; it was 
attended by craftspeople, retailer-s, and farmers,) Second, it wants 
. to foster the start-up of new ventures by helping entrepreneur^ 
^obtain capital. And third, the CDC hopefS to renovate arr old mi 11^ 
known as the Brassworks, into a f adi 1 ity ^wKiqh wiM bourse a museuni 
and industrial and commercipF space^f or small businesses. 

In addition to business development, the CDC is addressing 

itself to community development, servfrces (transportation and child- . 

care), naCural resource develqpment , and p/omotion of political 

. ^ •» ■ « » '* • 

cooperation ambng the niT,e Hi^ltowns. And whrie". it Is^pursuing 

these ends, the CnC is in thr process of building up its membership 

and local su^porj.. Membership .inc ludcs both native Hllltownero 



and more recent arrivals to the area, thougl^ther^ l^eemis to be a 
disproportionate representation of the in-migrant s , many of whom 
are craftspefop.Ie or smal'l business owners* 
Programs Studied 

The State of Massachtisetts created its CDC support system partly 

to malce local economic development ojganizat ions 1 ike the Hi 1 Itown 

■<.'>• . * 

CDC more effective and. partly to encourage more' community economic 

r ■ * . ■ ' ■ ■ 

development activity. In 1977, the Community Development Finance ♦ . 

' ■ .0 ' ' ' ■ . " ■ • ^ 

Corporation (CDFC) became operational,^ and, soon after that, the 

Community Economic Development Assistance Corporat ion (CEDAC)' and \ 

the Commui^ity Enterprise Economic Development program (CEED,) were 

begun. Together, the three are designed to provide a complete package 

of services for community economic development: CDFC offers financing, 

including equity financing, for business ventures in which CDCs 

•■ ' \ • . ' ■ . ■ ' - ■ " ■ ■ • ■ - . 

« It.:- . ■ ■ ' « • . • 

are involved; CEDAC offers technical assistance and capacity-building 

. ■ . ■ ■ ■ ^ .■ p 

■ f. •- ■ . > . ■ u * ■ ■ * . ■ ■ ■ • ■ 

services; and' CEED funds staff positions for CDCs. ' 

This case study focuses on two of these three programs— *CDFC^ 
arid CEDAC, .. ' . • ,- .< • 



II. RURAL DEVELOPMENT PROGRAMS ANI^ rNSTITUTIONS 
Community Econo^c Development Assistance? Corporation 

r ' ■ • ■ ■ • »' •■ ' ■ . * ' 

^ ' . » General JDe script ion ^ ^ -e 

CEDAC is a quasi-independent state instit^uti'on; created by 
an act of the legislature^ and governed, by a boarcf appointed by the ' 
Governor. • CEDAC*s purpose is to ptovide technical assistance to ^ 
and h^lp build tjie capacity of\CDCs and oth^r commiinity^based organiza 

-. • • • ' . ■ ■ . . ^ 7 " . • • 

tions that ate involved in economic deyelopn>ent activities. ^ 
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Although CEDAC has» no fixed source of funding, it has maintained 
an. annual budget of approximately $350, OOP during its first two 
years of .operation.- It has received Governoi-'s discretionary CETA 
monies, EDA* funds, legislative appropriations,? special contracts , 
for operating research and demonstration programs, and contracts 
-from CDFC to provide services to CDCs. 

CEDAC's structure is new and still evolving, but the "agency 
currently provides three types Of services to community-based organiza- 
tions: de'velbpmental assistance, piroject-specific technical assistance, 
and'topical training sessions. In the developmental assistance 
-program, CEDAC staff work intensively with a smalljnumber of newer 
CDCs on the 'design of economic development strategies, .including 
goat setting, determination of objectives and priorities, and project 
planning. In the project-specific technical assistance program, 
'CEDAC contract's with consultants to perform specific tasks for 
" community organizations -- venture-feasibility studies, marketing 
: plans; managejnerit analysis, ^r other services. Finally , CEDAC conducts 
five or six special-purpose training s&ssions, each year for staffs 
and boards of community-basetl development ocganizat ions:. Training 
topics include financial analysts (a 3-day workshop), revolving 
loan funds, njarketing commercial space, UDAG grants, and cable televi- 

siori franchising. » 4 

' In addition to its^irect services to CDCs, CEDAC commissions 

research on matters' related to coiranunity economic development. 
One such research effortV aimed specifically at rural Massachusetts, 
.was a study of "Opportunities in Agricultural Development in 
Mass^husetts," which recommended act,ivities that CEDAC* might initiate 
to help the state '^^small farmers. 
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Program Administration 
^ CEDAC has a staff of four* full-time professionals, which it 
supplements with consultants and student interns . Staff is based 
in Boston, but it serves western Massachusetts as well as the cities 
in the ciastern and central parts of the state. CEDAC's commitment 
to provide developmental assistance to the HiUtown CDC, for example, 
means that a CEDAC staff member spends at least a day every other 
week in the Hilltowns. A major impetus to CEDAC's rural effort" 
is a CEDAC boarrd member who'* is a strong advocate of rural development 
and has a good knowledge of develop^nent activities and ofganizations 
in western Massachusetts. 

CEDAC has used a variety of methods for allocating resources 
within its servic-es.v It hears requests for, project-specif Ic 
technicaTassistance at each board meeting and judges requests 
non-competitivcly on the basis of individual merit. This system 
enables. CEDAC to respond quickly when quick response is needed. 

This is the first year that CEDAC has' offered intensive developmental 
assistance, and it has done so through use of its owiTstaff. CEDAC 
determined it could work intensively with a maximum of three CDCs, 
so it issued a competitive RFP to identify CDCs that were ready 
to make the best use of its help. A third method was^ adopted for 
allocating resources for board training. CEDAC set aside a specific 
fund for board training since many CDCs had asked for such help. 
Rather than staging a competition for the training funds, CEDAC 

offered small entitlement grants to all CDCs in the state. A CDC 

* • * ■ ^- , ' ■ 

had only to fill out an application and submit it as a voucher; 
CEDAC staff would then develop a training package to meet the CDCs 
ncetis. ^ • 
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CEDAC has been equally flexible identifying and assessiYig' the v 
eds for ciapacity-bui Idfhg among coinnjunity-«s-based, organizations . 
me ideas for needed services and specific topics for workshops 

e come from CDC requests, while others have come from CEDAC staffs 
a board members/ Staff of the Hilltown CDC praised CEDAC for 
its proactive style: CEDAc does not simply wait for requests from 
the field, but tries instead to determine what CDCs might need and 
to prepare to meet those needs. CEDAC staff members ^tudy successful 
CDCs to catalogue the skills ^nd "techniques those groups hav^ used 
in achieving^ success ; staffers then attempt to pass that information^ 
on to newer, less experienced CDCs; ij' 
Staffs of both CEDAC and established CDCs agree that CDCs. need 
paid professional stafjf.™ especially r^er CDCs that do not have . 
funded protjects whichj'-can help support a core staff. New CD^s rely 

■ • ; - ' ' . " i / ■ , ' ' ' ' ' ' ■ ' ' / I ■ /' V 

on board members and 'o£*her volunteers to bifild up the organization 

and plan initial projects, but a^staff pjerson can speed the process. 

^ • " - * ■ it / ' " ' ' ■ ■ ' 

In Massachusetts, staffing for thirteen CDCs is current ly provided ; 

through the CEED program, which is supported by state appropriations, 

■ * ' ''^ ■ ; ^ /■■-■■■:■ ■ .y ' 

'(In past years, as many as 24 CDCs received CEED grants.) Without 

- ' ■ '/ ■ ' ■ ■ .' ' ■ 

assistance from/CEED, fewer CDCs would be able to profit from CEDAC's 

help. Pit the same time, the effectiveness of CEED-f unded staff 

would be lessened by an absence of CEDAC assistance. Staffing a 

CDC — especially a rural one. — can be quite £^n isolated jundertaking 

CEDAC can minimize that isolation by providing a sounding board 

for ideas, inf ormation^NDn activities of other groups in the state, 

and technical siipport that the CDC could not otherwise afford. 
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CEDAC Works closely with both CEED and CDFC, though there are * 

• ' . 

periodic conflicts over ideology and turf among the three agencies^ 
In several instances, CEDAC has funded feasibility studies of ventures 
which were ultimately funded by CDFC, and organizations currently 
receiving developmental assistance from CEDAC Hope someday to qualify 
for CDFC resources. CEDAC also works closely with the Cooperative 
Extension Service, and particularly with its Arts Extension program, 
which attempts to help artisans to become self-supporting through 
business development assistance. ' / 

Assessment ^ 

\ ■ ■ . * - ■ - , " 

CEDAC's services are an essential piece of the state's support 

for community-based ec5Mibmic development.. Almost without exception, 

CDCs are low-budjget organizations that could not affort to fill their 

technical support, needs except through an agency" such as CEDAC. And 

in the area of capacity-biTilding, CDCs often do n^t recognize their 

truiei needs ; they could flounder about for years without the guidance 

CEDAC offers. 

J ■ ■■ ■ • . ^ • 

It i^, too early yet to measure CEDAC's impact on CDC capacity. 

CEDAC Use-lf is only two years old, and many of the CDCs it works with 

ar6 also ydung. Since most of the more established CDCs are in urban ^ 

areas, most of C^DAC's impact to date has been in cities. For example, 

CEDAC helped organize Bosto^j^ommunity Cable, a, group of 10 Boston CDCs 

that purchased a significant ownership position in Boston's c^ble 

television franchise. The group, stands to realize profits which it can 

reinvest in its neighborhoods! and it will also be able to negotiate 

f^r Job opportunities and community access to the communication -system. 
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Another success story occured in Franklin County (a rural county^ 
In western Massachusetts), where a CDC approached CEDAC for help in 
salvaging a local garment manufacturing plant that was about to go . 
under. CEDAC Jielped the CDC to analyze the viability of the fa^ctory, 
and together they found a buyer for it. As a result, the factory was 
saved, and 70 jobs were't preserved. " ^ 

CEDAC 's continued existence looked doubtful for a period this • 

J . . . 

■ " . V ■ 

spring, when the legislature, faced with a tight budget ceiling,. was 

hesitant about funding it and CDFC was debating Che advisability of 

further contractual reflations with it.^^th sources of funding came 

through, however, and CEDAC is in relatixi'efy^gbod fiscal shape for 

FY '82. Beyond that year, funding is st^ll uncertain. But ,as- CEDAC 

builds a stronger constituency among th0 CDCs it assists, it~is in an 

increasingly pdwerful position for obtaining continued funding. 

Community Developments Finance Corporation . . 

\ General Description ^ 

CDFC is an independent public corporation created by the 
Massachusetts legislature to provide equity and debt capital to businesses 
in economically depressed areas, of /the state. The jrationale behind 
CDFC was twofold: (1) the state wanted to stimulate business develop- 
ment and job creation in declining urban neighborhoods and rural aretfs 
where private investment was lagging; and (2) it wanted to increase the / 
involvement of , residents in the. econorpic betterment of their communities. 
To, achieve the latter goal, the CDPC legislation permits investment 
only in businesses which are partly owned or controlled by community 
development corporations. — 
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CDFC offers venture capital to new and existing businesses through ; 
tii'ree-way partnerships among CDFC, the business, and a CDC. CDFC 
can invest its money as debt (with negotiable rates and terms) , as equity 
(the purchase of common or preferred stock), of as a C.ombi nation oi the 
two. It can also guarantee loans made by other investors. When possible 
CDFC uses its money to leverage other private and public funds into its 
investments. 

Although CDFC is required by law to invest in businesses whit:h 
have a ^'reasonable expectation*' of being ''Successful it does not 
necessarily look for the highest monetary return. In selecting invest- 
ments, CDFC considers the f^ollowing factors as part of a ''social rate of 
return" measure': (1) the investment must increase (ot prevent the 
loss of) full-time Jobs which pay .at least 1507. of the minimum wage; 
(2) the investment must benefit residents of the low-income' target 
area in which the business is located; and (3) the business must;^ show 
that it cannot succeed without CDFC assistance because of the unlavaila- 
bility of capital from traditional sources. ^ 

CDFC s. 9-member board, which votes on all CDFC investments, is 
composed of three, state cabinet secretaries. and six gubernatorial ' 
appointees. Two of the six appointees must be experienced in invest- 
ment finance, three must represent CDCs , and one must represent organized 
labor. The staff consists of 5 professionals and 2 secretaries. 

CDFC was initially capitalized with $10 million in state funds. 
The state treasurer issued a $10 million general obligation bond and ^■ 
used the money to purchase all the corporate stock of CDFC. Interest 

I r' • . ' ■ • * 
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' earned on the stock is used tCK pay CDFC' s operating expenses* After 

eight years, the state may sell its ^tock in CbFC if the st^t^ treasurer ^ 
determines th^jt there is a market. - 

Examples of CDFC- Investments to date include a $260 , OOQ loati to 
Colonial Cooperative Press, Inc.,' a worker-owned book compositipn 
company, in conjunction with' the Clinton CDC; a $75,000 debt and equity 
investment iW Our Market, Inc., a supermarket ( formerly owned by 
First National Stores) in Boston,' in conjuncti^on wi^h the Codman Square 
CDC;*, a $90,000 debt and equity investment iri Micr6data Sprvicent^r Inc., 
a piicrofilm/midrofiche service company, initiated by the Greater' . 
Roxbury Development Corporation; and a $150,000 debt and equity investment iti 
Conserve and Save ^He at, Inc. , a residential ^ energy audit/retrofit 
^ . company, in conjunction with the Neighborhood Development Corporation of 

: Jamaica Plain. -, ' > ' . / ' / . 

, 4 Program A^ltninistration 

''■.''■* * , • 

During "part of its^first three years of operating from its Boston 

-- ^ ' * ' ■ . 

^office, CDFC had a staff person from western Massachusetts on board 

who spent brie ay a wedk in that part of the state. More recently, 

CDFC* has op'cned an office in western Massachusetts and increased its 

staff member's time- commitment there -to two days per week to try to 

; generate more activity. To date, CDFC has invested in pro ject.s ^sponsored 

by two western Massachusetts CDbs, including one involving a rural CDC 

in Franklin County • J * 

^ While CDFC is interested in Serving the whole state, its first 
" priority is funding viable business ventures rather than distributing 
its assistance evenly. Since most of the beJ^ter-estaBlished CDCs are 
in the Boston area , -CDFC s early investments were concentrated there. 

Er|c . ' -^J^o ^ 
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Now .chat capable CDCs are becoming more numerous in western Massachusetts, 

* *■ - ' * • ■ 

CDFC has several ^possible projects under consideration in that area* 

CDFC*s biggest still^ling block to date has been thie lack of CDC 

^ ' • ' ,\-' 

capacity fdr putting its- resources to good use. Four of its early 

venture investments , in fact, ended in failure partly because the partici*-* 

pading CDCs. lacked the sophistication to make investments work. When 

CDFC was established, only, a few CDCs in this state were eligible for its 

aid; CDFC staff members did their best to help develop the capabilities 

of other community-bas«>d organizations, but it was not until/CEDAC and 
' ' - • ■ ' ^ , / 

CEED became active that large-scale , effective capacity-buijlding became 

possible. 

^> Assessment 
CDFC unquestionably provides a type of funding that would not 
otherwibe be available. In fact, the existence of its capital pool is 
partly responsible for thejcreation" of many new CDCs and/the trans- 
formation of other organizations into the CDC form to enable them to 
qualify for CDFC financing. In Clinton, for. example, a/group of citizens 
formed a CDC specifically to obtain CDFC financing for /t;he reopening of 
a plant that h^d closed. 

The Massachusetts experience has shown- that whil<^ a $10 million 
pool of capital tied to CDCs can spark the creation of CDCs, it is 
not sufficient in itself to turn those CDCs into capable, innovative^ 
agencies* An institution like CDFC is most useful when it can operate 
in conjunction with capacity-building and staf f-^f unding programs 
like CEDA<] and CEED. And even in a state like Massachusetts with a 
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healthy tradition of community-based economic development activity, it 
took several , years for local capacity to reach the point where it could 
use CDFC'A resources effectively. 

Since CDFC has invested less than half of its $10 nilllion capital, 
its fijjpding is secure for some time. Staff costs are easily borne by the 
interest CDFC earns on its noninvested capital, and a hefty principal is 
left for program investments* In fact, during its first two years of 
operation,. CDFC was criticized for not putting its money into develop- 
ment programs quickly enough. (There were, as mentioned, only a few 

CDCs that were capab*le of working with CDFC at that ti^ne.) 

• ^ / 

Since CDFC got off to a slow start and had little luck with four of 
its early investments , an assessment of its Impact would be somewhat 
premature at this time. CDFC^s more recent projects/ show the variety of 
ways in whicli the agency can use its money to help^juDCs develop their 
local economies. CDFC, for example, lent money to a CDC in Springfield 
to enable the CDC to buy into a large UDAG project]; that imturn gave 



CDC a degree of control o>/er the ^evelopi^^gnt g^^oCess and alj^owed it to 
guarantee that part of the \work under the project would go to minority 
c'bntractors. In another recent case, CDFp helped a CDC to entice a 
•high technolx>gy firm to relocate to and expand in ajn inner-City 
neighborhood. Staf f ' bel ievc that none of the deals CDFC has part ici- . 
pated in to date could have been made without^ CDFC involvement. 

In considering ^he repl icabil ity of CDFC in other ^tates, the 
pivQtal question is whether othd^r states have a network of community- 
based development organizations sufficiently developed to utilize 
this type of resbOrce . The answer , in most states: No. Another 
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question goe|s to the suitability of the CDFC model for rural areas. 
The average CDFC investment has been between $100,^000 and $300,000, 
coupled with an equal investment from other sources. , While CDFC ^b -^ :^ 
been urged to make smaller investments , particularly in rural areaSj tlie 
staff and board generally believ^ that such investments would / : 

cost-effcctiye, since every deal (regk^dless of size) requires ap'^rpximately 
the same amo^Lnt of staff time. . ^ 

The approach to economic development represented by CDFC and CEDAC 
has scvcraf'^'Strong points. The emphasis on job creation in depressed . 
areas guarantees that resources will be targeted on the neediest, areas 
and the neediest people. The emphasis on CDCs means that, in addition 
to developing the local economy, the approach helps build up the capacity 
and power of graips-roots , community-based organizations, and thus leaves 
behind a solid foundation for fOrther activity in the community. 
Further, these institutions step in w^ere the private sector on its own - 
would fear to treaVi, arid they levejage private investment for the ci'eatton 

of jobs. \ 

The approach h\s not yet been fully tested in Massachusetts, since 
CDFC and CEDAC are cinly two and three years old, and many of the local 
CDCs are even youngeir. There have been notable results already — 
horizons expanded fori CDCs, businesses relocated in depressed areas, new 
business ventures started. This approach to economic development 
however, might be considerably less practicable in times of tight stat^ 
and federal budgets. | To support institutions such as CDFC and CEDAC, a 
state must have a strong commitment to building up community-based 
organizations. Thn^ commitment is likely to fade when the state is faced, 
with cutting out or/cutting back more established programs. 
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Whatever the future of CEDAC, CDFC, and similar institutions in 
other states, one point Is clear: Rural areati present special challenge 
^or community ecanoraic development. In Massachusetts, at lea^t, 
rural areas require the availability of financing for smaller-scale 
ventures than urban areas, and the community orgaVilzat ion |(>rocess 
In rural areas Is also more complex, -s , 



THE MCGEE CREEK RURAL DE VELOPMENT DEMONSTRAT ION PROJECT 

' ^ ^ ' ' '. '. ' 

Background 

The McGee Creek Rural Development Demons^^jat Ion' Project is an effort 
to create Jobs in rural southeastern Oklahoma, through the creation of 
small manufacturing firms. The seven countlts Involved are poor 
mor^^bj^n one quarter of the people are Irr poverty^^^^d ten percent 
are unemployed. Pex- capita income in 1975 was $3^176| only 71Z of the 
figure for Oklahoma as a whole. The many small towns with boarded-Mp 
stores and deserted homes testify to the unsuccessful attempts qf the 
area to bring In n^w Jobs ^and thusr keep the people from leaving. 

The McGee Creek Dam and Reservoir, a $113 mil Hon project of ^the 
United States Department of the Interior, rests In the middle qf the 
seven-county area.* This project was selected as one of the Carter 
Adiplnlstrat Ion ' 6 demonstration sites In Its rural Initiative for area 
'development through targe-scale construction; As such/ the seven^cpunty ' 
area was targeted for Increased federal dollars ajnd visibility. Local 
leaders and planners consequently saw the project as an opportunity 
to try a new approach to Job creation. 

Though some new Jobs had been created In the area by Incoming branch 
pTants and by the Corps of Engineers' Lake Texoma recreational project, 
economic^ development Is no easy matter In this part of the country. 

Nor Is the region abundant In natural resources. Realizing that tradl- 

jt * 

tlonal Industrial recruitment had not proved to be an effective strategy, 
Congressman Wes Watklhs and other area leaders hit upon the Idea of - 
developing small manufacturing firms which would concentrate on the 
commercialization of new Inventions and the manufacture of niew products 
unddr contract to larger corporations., » ; 



Th€ overall -goal of developing^ new businesses would be reached 
through a six,~step prc^cess: (1) identifying marketable new products 
that could be manufactured locally; (2) ••prototyping'' — testing'^ and 
perfecting means of producing and market ing the products ;^3) creating 
new business entities to manufacture the products; (4) training a 
labor force for the new manufacturing firms; (5) training and assisting 
managers for the new companies; and (6) securing resources for financing. 

It would perhaps be helpful to discuss the foregoing terminology 
a bit at this point. ••Commercializing*' an invention refers to the 
process through which a new idea is transformed into an actual product 
capable of generating a profit. Many steps can be involved in, this' 
t ransf ormat ion -- assessment: V rede sig^^ • ''pTOtotypingr,^' and 

marketing. ••Prototyping" involves the manufacture of a small number 
of copies of the invention, so that the mantifacturing process can be ' 
developed and improved and so^ there is a tangible product for use in 
test-marketing. Prototyping is thus essential for assessing the market, 
and also for minimizing risks and costs once ftallT^scale production 

begins. ^ 

The McGee Creek discussion will also involve X>ne further term that 
may need elucidation — ••vendor contracts. •' This term does not belong 
to the commercialization process; rather, it represents an alternative 
strategy for economic development. Vendor contracts are agreements 
for the production 6f specific items to be sold to a larger manufacturing 
facility for that facility ' s use in its own manufacturing process . 

Back to the p^roject: Many local institutions are involved in the 
implementation of its" six-step strategy. . ■ ■ 

S 9 , ■ 



ITRAD— the Industrial Techndlogy Research and Development Founda- 
tion — was created in 1980 to Identify, assess^ Improve on, and market 
new products. The state Department of Vocational and Technical Education 
has founded "incubators" at three local institutions in which prototypes 
of new products will be produced and workers, provided with on-the-job* 
training. The schools are also developing curricula in entrepreneurship 
and management* The Southern Oklahoma Development Association (SODA), 
which serves as a regional planning agency and staff for th^ local EDA 
economic development district, is helping local businesses develop supply 
contracts with a large Air Force base in the state. Southwestern State 
University is conducting research on means of using ^products and 
processes developed for NASA as sources of new industrial products. 
Oklahoma' State Uniyersity at .Stillwater is developing a Productivity 
Center which will be able to assess the technological and management ^ 
capabilities of new firms. Control Data Corporation will be providing 
a vendor contract through one of its subsidiaries, participating; in. 
trainiilig /at ^the local vocational technical schools through its PLATO 
program, assisting in establishing a local SBIC, and researching the 

, c" , ■ ■ 1 - ■ - 

feasibility of building cattle feedlots and leather processing facilities 
in the region. Finally, the Business Assistance Center at the local 
university in Ada will be used for business support services, and a 
CDC — the Rural Enterprises Development Corporation — was recently 
established to coordinate the project components and to help arrange 
finan9ing for new businesses* 



The following discussioh wil'l focus on implementation of the six 
major steps cited above« The components ^f the project, as will be 
evidenti ar.e at varying stages of development — product identification, 
for exanip-le, has been under way for nearly tWo years, while the 
mechanisms for establx^ing and financing new businesses to manufacture 
the new products have not yet been fully conceptualized/ 

1. Product Develbpment and Commercialization of Inventions , In 
seeking new products for local manufacture, the southeastern Oklahoma 
project relies on two sources; inventions recommended by ITRAD, and 
vendor contracts with large corporations or the government, ITRAD has 
a staff of nine and an operating budget of approximately $430, 000. 
Its purpose is to identify ideas for new products , evaluate their feasibi 
llty, search out markets and financing, redesign the products if 
necessary, provide for prototyping, help -Establish manufacturing 

■ - . ' - . ' m • * 
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facilities, ^nd provide managerial assistance. This past year, ITRAD 

■V ' ' • " " - ,\ '■ . ■ . 

was supported by grants from the National Science Foundation, EDA, NASA, 
and the Minority Business Development Administration. ITRAD hopes to 
become self-sufficient within five years through income .generated from 
royalties and perhaps through equity positions taken in new firms in 
payment for its services. ' ' 

ITRAD has two primary soutces for ideas for new products. The 
first and mos't frequently used ifi the inventor himself. Though ITRAD 
has not publicly solicited product ideasi .inventors from as far away 
as Japan have heard about its work and communicated^ by mail. ITRAD' s 
second primary source for product ideas is 4=*'^uniyersity program geared 



to the transfer of technology. KIAC ~ the Kerr Industrial. Application 
Center ..^t Southwestern State University in Dtirant — Is the recipient 
of a grant from NASA to develop appllcatlohs in rural areas for products 
and processes developed through NASA's space research. ' 

All inventions submitted to IT^D are evaluated through fi computer 
program developed at the University of Oregon. The. program ranks the 
product according to 33 criteria which, taken together, encompass 
functional, financial, marketing, development , distribution, legal, 
and envirpninental grounds. The program also carries out patent S(^arches 

ITRAD is currently exploring the commerclaliizatlon process for 
30 products which have passed .the initial feasibility tests. To date, 
ITRAD has, carried one product through the entire development process. 
The product is a spare tire carrier which mounts on the bed or rear 
of a pickup truck Instead of beneath the truck's body. ITRAD found 
a local machine shop which could, construjCt a prototype. The Inventor , 
then signed a contract with ITRAD,' which went on to market the tire 
carrier through more than 400 ranch and farm publications. The tire 
carrier is now being produced commercially. \ 

ITRAD expects within the^year to begin production of a cool air 
Induction system designed to Improve the ef f Iclency-and longevity of 
Irrigation pumps. Research on this device, performed by an engineer, 
In New Mexico, was initially supported through a $50,000 grant from 
the Department of Energy. That grant, however, waS not sufficient to 
allow for the development of a prototype or: for the establishment of 
a marketing program. itRAD is currently developing a marketing plan 
for the Invention, working with brokerage houses in Cleveland and New 



York to secure financing, setting up a limited R & p partnership, and 
redesigning the product so that its applicability will be greatly 
e^^panded — to auto engines, for example, ITRAD is considering assuming 
a .10-to~20 percent equity position in the local corporation that will 
be established to install and maintain the device, and taking a 3-to^6 
percent royalty on sales. ITRAD is negotiating with the Choctaw Nation' 
of southeastern Oklahoma for the es^tabl ishment of a factory to produce 
the Invention. 

^The other source of product ideas for new manufacturing firms is 
vendor contracts with large corporations or major government facilities 
that are willing to purchase items tliat could be manufactutetl in south- 
eastern Oklahoma. To date, a staff person at SODA has learned how to 
bid on contracts at Tinker Air Force Base in Oklahoma City, one of the 
Air Fprce's largest maintenance and distribution facilities. Also, 
a subsidiary of Control Data* Corporation has agreed to use one of the 
vocational-technical system's "incubators" for production of a sub- 
assembly part • 

2. Product Prototyping . The area's three vocational-technical 
schools now have the capability, through a $670,000 grant from the 
national office of the Department of JLabor and a small Governor's A7. . 
grant, to manufacture prototypes for new products or for items to be 
produced under vendor contracts. A 4,800-square-f oot block building 
was constructed with CETA-paid laborers at each of the three campuses. 
Each school hopes to use its incubator to develop prototypes for three 
products each year. Equipment is being provided through the initial 
grant and through the state Department of ' Vocartl^onal and Technical 
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Education's equipment fund. The incubator facilities were completed 
in February, and production of the subassembly part for Contrdl Data 
"and of a new plywood saw developed by ITRAD will soon be under way. 

3. Creating New Business Entities . The goal of the McGee Creek 
Project is to create new businesses once the incubator facilities have 
had sufficient lead time for prototyping, training, and production. 
Ownership and financing of these new businesses remain open questions 
at this point, though project staff expect that the CDC will be Involved 
in both ownership and financing. 

A. Worker Training . The project plans to recruit CETA-el igible 
workers as employees for the manufacturing firms. The trainee's will 
be given remedial instruction at the three vocational-technical schools 
and on-the-job training in the incubator facilities. Plans call for 
creating 54 new jobs each year — five to six jobs for each of the nlnie 
products to\be developed annually in the incubator facilities. 

5., Management Training and' Assistance . The vocational-technical 
schools are planning to Establish a small business management program 
for^ prx>spect ive managers of the new manufacturing' firms. Already, course 
components ' on free enterprise have been introduced to all students of 
^he system, and materials on entrepreneurial development have been inte- 
grated into business curricula. Management assistance will also be 
lable through the state university's Business Assistance Center 
at Ada and through the Productivity Center at Oklahoma State University, 
which is in the planning phase. 

6. Financing . No special financing is currently available for 
establishing the new manufacturing firms. When ITRAD first opened, 

2S4 r 
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EDA 'had Indicated strong interest in funding a venture capital revolving 
loan fund. That funding, however, did nof^tifliaterlalize. Though the 
Oklahoma Hills Development Corporation opelrates a loan fund in the area, 
almost all of its capital is currently committed. ; ^ 

To help meet the financial challenge, a CDC --the Rural Enterprises 
Development Corporation — was recently established. The new CDC is 
considering the formation of a SBIC, which, with SBA contributions, 
could make equity investments in the new manufacturing firms. 

The CDC will also perform contracting and coordinating functions 
for the overall project. Under contracts with ITRAD, SODA, the univer- 
sitics, the vocational-technical schools, and other Ideal institutions, 
the CDC can exercise oversight to ensure that necessary product develop- 
ment, prototyping, training, and support functions will be available 
to the nascent manufacturing firms. 
Assessment , 

The McGee Creek Rural Development Demonstration Project is an 
innovative attempt to develop jobs in an area that has had little success 
in reversing an ec?>nomic decline that began fifty years ago. Though 
several of the project's components have not yet been implemented, 
considerable progress has been made. Success to date has resulted from 
creative leadership, a broad, regionally based strategy, sufficient 
public subsidies, and interorganizational cooperation. 

Much of the Inspiration and support for the McGee Creek project 
has come from Congressman Wes Watkins and his staff. Described as 
"evangelically committed to rural economic development,'* Congressman 
Watkins conceptualized and secured support for ITKAD, the incubator 



facilities, and the community development corporation. Leaflership has 
also been provided by officials of the two local economic development 
districts and by state and local representatives of the vocational and 
technical education system. The Assistant Superintendent of that system 
has personailly assumed responsibility for the system's involvement in sup- 
porting the incubator facilities, developing curricula, securing vendor 
contracts, and participating in the community development corporation. 

Credit is also due the first director of ITRAD. An engineer and 
inventor from D£\^llas, he succeeded in identifying a considerably number 
of marketable inventions and in attracting a highly qualified staff 
to a small, somewhat isolated city within a short time. He surpassed 

his own goal by overseeing the completion of the development of a product 

g .. .. . _ _ . . . . . .. 

within the first year of operation. He believes that ITRAD is well 

•on i'^ts way to attaining self-sufficiency within three to five years. 

His general approach, however, is not without risks. The universe 

of potentially salable inventions is a large and complex one. Though 

ITRAD Employs computerized technology search and evaluation mechanisms 

to'help screen out infeasible inventions, its approach is still a time- 

i 

consuming one involving many uncertainties. Furthermore, the director's 
engineering orientation seems to have led him to seek out inventions 
based on rather complex technologies, though lower-technology inventions 
may bq more amenable to local manufacture. This tendency toward higher 
technology was perhaps aggravated by the directi)r'8 hick of ties to 
the Ideal area. He did not believe that the rural location of the effort 
matteted, except as a plus for the opportunities it afforded for cheap, 
labor for «the new manufacturing firms. , ' 



196 

^ : r . . •• ■ • — ■ \t 

Considered by itself, ITRAD indeed has little relation to the surroundings 
rural areas* But taken as part of a larger scheme that encompasses 
the vocational-technical schools, the community development corporation, 
the universities, ai)d the economic development districts, ITRAD becomes 
an essential tool for stimulating the development; of pew businesses 
in ^southeastern Oklahoma, 

The coiiimerciallzation of technology is not only risky, but expensive 

as, well. It seems that a generous supply of initial public funding 

is necessary to implement a development strategy based on'new product 

I,' . - 

commercialization. Though ITRAD draws on university resources for 

technology transfer Informat.lon, Its evaluation, design, and marketing 

functions are performed by Its own staff. It should be pointed out, 

however, that ITRAD could rely more on technology transfer than on Inventors 

as a source for new product Ideas. Such an approach to commercial Izatlon 

would be less expensive and time-consuming* It should also be noted 

that ITRAD serves a facllltative as well as a technical function — 

securing machine shop's for prototyping and lining up Investors, for 

^^xample. This function Is just as Important as technical evaluation 

and engineering, and certainly less demanding of money and technical 

know-h(>w. 

Public subsidies were also used for the creation of the Incubator 
facilities at the vocational-technical schools. These facilities add 
a new component to the programs offered by many community college systems 
for providing In-plant training to prospective employees of new and 
expandtYig Industries. The Oklahoma program provides training for the 
prospective employees of new firms be fore the firms haVe been established. 

• • • 
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Federal dollars, however, have not been the sole support for this 
project. Since the Department of Labor contract expired in September, 
the state Department of Vocational and Technical Education has been 
paying the salaries of the coordinators at each of the three participating 
institutions. The state equipment pool helped to supplement the DOL 
grant for purchasing equipment for the incubator facilities. The Assistant 
Superintendent of the vocationaUtechnicaKsystem is developing a slide 
show for use in raising money from foundations and from government agencies 

. Some components of the project are designed for eventual self- 
sufficiency. As noted, ITRAD hopes to support itself through income 
earned from royalties and equity positions taken in companies that It 
assists. The technical schools hope that profits taken from g^ods. 
produced in the incubator facilities will be placed in a revolving loan 
fund for use in re-equipping the facilities for future production. 
If a SBIC is capitalized by local investors and the SBA, it should 
provide equity for capitalizing the new manufacturing firms. 

There are, however, a number of uncertainties in the McGee Creek 
project's funding picture. Though ITRAD has sufficient federal grants 
foil FY 'fr2, the dollars may not be available for the next year. 
Finding sufficient funds for supporting the incubator facilities aifd 
the related vocational-technical^programs might also become^ a problem. 
But grounds for optimism are strong: if the leadership of this project 
has brought it lilong this far in less than two years^ it seems reasonable 
to assume that the leadership can carry it. further. 

r . . * ' ' • . ■ . ' ■ 
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It'!4s too early to assess the overall Impact of southeastejcn Oklajhoma* 
strategy or to evaluate its effectiveness with a high degree of confidence* 
Suffice\,it to say that the approach ils/an innovative response to the 
problems oi\a regipn'^with few natural sdvantages. ThSs^^/espons^ 'entails 
riskj^though the concurrent attempt to sjecure vendor contracts for Ipcal 
manufacturers reduces that risk. The respmise also eWtails considerable 
expenditure \ though much expense can be covered from the pooled resources 
of local institutions. The southeastern Oklahoma project certainly embodie 
a strategy that bear^ watching. 
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EXHIBIT 1 



THE NORTH CAROLINA RURAL EMPLOYMENT LABORATORY 
, The North Carolina Rural Employment Laboratory began in 1978 
when the state and national administrations agreed that North Carolina 
would serve as a rural laboratory — a testing ground for improving 
federal-state .cooperation in the provision of services and econbmic 
development assistance for rural areas* ' . 

This agreenlent was part of a general federal effort to increase »^ 
the effectiveness of rural programs throligh linkages among federal 
programs, cooperat ion between . federal and state government , targeting 
resource's to meet specific rural needs, and stimulat^g private develop- 
ment through public investment. At the federal level, agreements 
were signed between such departments as Health, Education, and Welfare 

(now Heajth and Human Services) , Housing and Urban Development, and 

. - ■ • . .. ■ . ^ * ■ ' ■ 

Labor. Joint st^te-f ederal rural development councils f^ere established 

in many, states to promote intergovernmental coordination, and agreements 

were^ s lg ned^between individual sdates anj^the federal Farmer s^^H^ 



Administration. North Carolina was designated a demonstration sifie 

'f ' ' / \- ■ " , ' 

for several of those efforts; additionally , the state was the scene 
of a number of state and locally initiated rural development projects. 
Each of those projects had as a goal the. creatipn of unsubsidized 
jobs for the unemployed and underemployed in rural areas. ^ 

'During 1979-81, MDCacted as both a facilitator and monitor 
for the Rural Employment Laboratory projects. As a monitor, MDC 
followed the progress of the projects by talking regular ly with project 
staff and other key actors in the public and private sectors. As 
a facilitator, MDC helped to open and smooth communication between 
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agencies whicl^-r'had no. experience working together and between government 
agencies and the^ private sector. MPC,s findings and analyses were 
presented in its First-Year Final Report on the North Carol ina Rural 
Employment. Laboratbry (May 1980),:;and in intexim reports entitled 
Facilitator's Role in Collaborative Rural Development; The North 
/ iCarol ina Rural Employriient Laboratory (November 1980 and May 1981). 
Projects included in the Rural Employment La^ during 1979-80 



were: 



ERLC 



— FMHA-North Cdrolina Agreement 'and the RuralT Development 
Coo r d i ryi t i Comm i 1 1 e e . The Fanners Home Administration, 
and the North Carolina Department of Natural Resources and 
Community Development entered into ah agreement to target 
FmHA and state resources to tural areas according to the 
state ' s Balanced Growth Policy . The Rural Development 
Coordinating Committee, composed of federal,- state, and local 
government representatives was created to monitor the FmHA 
Agreement and to improve coordination among "rural development 
progVams . * ^ 

— Western NorCh Carolina Tomorrow . A two-year-old council 

of leaders from North Carol ina ' s seventeen westernmost counties, 

WNCT employs the resources of Western Carolina University • 

in addressing regional deve lopment problems . 

— Graham County RailroadV A locally initiated county development 
corporation which, with the, help of a local university , solicit^- 
ed support ftom federal, state , local , and private sources 

to rebuild the only railroad connecting the countyVs industrial 
center to the major railroad interchange in the area. 

Wanchese Harbor Development Project . The State of North 
Carolina and Dare County, with the suppc^rt of several federal 
agencies, undertook a ^joint' effort to devhlop^ a modern seafood 
handling and processing facility at Wanchese. An apprenticeship ^"^^ 
program was developed to train local residents for the new 
jobs that will result from the project. \ 

— Rural Transportation Initiative . Worth Carolina was one 
of ' 14 demonstration states under a White House interagency 
initiative whicli linked CETA-funded jobs with rural transporta- 
tion projects funded by tlve Department o^^ Transportation. 
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The emphasis was on placing CETA-eligible older workers ih^ 
jobs in DOT-funded bus systems in small towns. 

Rural Health Initiative . North Carol ina was a demonstrat ion , 
state for the interagency agreement between DOL and HEW to 
train migrant and seasonal farmworkers to work in community 
and migrant health centers. DOL agreed to' recruit eligible 
trainees and to cover training compensation for participants. 
HEW. agreed to provide training and placement in entry-level 
job's. 

__ Water and Sewer Initiative . North Carolina was one of 14 
demonstration states for the interagency agreement between 
DOL and EPA to train new workers in water and wastewater 
treatment occupations and to upgrade the skills of selected 
workers presently employed in the field. The National Rural • 
Water Association, a subcontractor of EPA, worked with the 
North Carolina Balance-of-Statc CETA prime sponsor to fill 
the job slpts^Mith unemployed, economically disadvantaged 
rural people. 

__ HU D Rural Initfative > North Carolina was one of two demonstra- 
tion states' in a program designed to make housidg and community 
development programs perform better it^ rural areas. Federal, 
• state, regional, ahd ^ot^^\ agencies Were Involved in the ■ | 
program, which tested the effectiveness of alternative technical 
assistance delivery systems in fourteen small communities. 

— Welfare Reform. Demonstration . Three rural North Carolina 
counties^were Selected as a demonstration site for a national 
welfare reform demonstration. The objective of the project 

was to mov e po fltt-F^pl^Jgin pi i bl ic de p.fijade nce to self- , _ 

sufficiency, through employment, with the additional goal 

of providing needed community services through the employment 

of participants. , 

— Chowan Basin Wastewater Management Project . This project; 
was a cooperative attempt by 13 small communities, the State 
of North Carolina, and a state university to design a regional 
model wastewater treatment system. The project included 

the design of a curriculum for training local residents as. 
operators. ' - 

Albemarle Basin Project . The project was a unique approach 
to plan the development of a multi-county area, focusing 
on the existing natural resources. The Albemarle Center, 
the physical base, for the administrative and operational 
components of the project, was to coordinate a variety of 
human service programs," help entrepreneurs develop new business 
ventures, and stimulate demand for locally produced goods 
and services. . 
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In. 1980-81, the last four projects (HUD Rural Initiative, Welfare 

•• " ' ■' ■ ■ ' . . ' ■ t. . • ■ . ■ . ■. 

Reform Demonstration, Chowan Basin, and Albemarle Basin) were 

eliminated from the RuraM Employment Laboratory study because they 

were no longer active. Also, two additional North Carolina projects 

were added to the study: 

— , Employment Initiatives . Inte ragency "agreement s between the 
Department of Labor artd the Economic Development Administra- 
tion mandated that a percentage of new jobs created .through 
federally assisted development projects be reserved for the 
long-term unemployed. MDC* monitored the imp lementa- 
tion of these agreements in Ncfrth Carolina.. * 

~ State Rural Development Corporation . North Carol ina init iated 
a planning process for the creation of a new institution 
•to spur job creation in depressed rural areas. MDC monitored 
the progress of this effort and provided technical assistance. 
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